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ABSTRACT 
 
The high failure rate among small businesses in South Africa has created an 
urgent need to identify strategies that will improve their levels of performance. The 
purpose of this study was to investigate the relationship between the 
entrepreneurial orientation of small businesses in the Eastern Cape and their level 
of business success. Entrepreneurial orientation was assessed in terms of the 5 
dimensions of entrepreneurial orientation, namely Innovativeness, Proactiveness, 
Competitive aggressiveness, Risk-taking and Autonomy. Business success was 
assessed in terms of profitability and growth.  
 
A literature overview was firstly conducted. The nature and importance of small 
businesses were described, and the important contributions they make to 
economic growth, job creation and innovation, as well alleviating poverty and 
redistributing income were highlighted. The various challenges faced by small 
businesses were also discussed. Among these challenges, the lack of 
entrepreneurial orientation was specifically highlighted as a major barrier to small 
business success. The nature of entrepreneurial orientation and the five 
dimensions thereof were described. A theoretical framework was proposed 
illustrating the relationships between the 5 dimensions of entrepreneurial 
orientation and business success that were to be empirically tested. 
 
A positivistic research paradigm was followed and a quantitative approach was 
implemented. Convenience sampling was used and a total of 350 questionnaires 
were distributed to small businesses in the Eastern Cape; 317 usable 
questionnaires were yielded. A measuring instrument was developed based on 
reliable and valid items from existing studies. Statistical techniques including 
descriptive statistics, Pearson‟s product moment correlations, Structural Equation 
Modelling and an Analysis of Variance were performed on the gathered data.  
 
Demographic data relating to the gender, age and race of the respondents, as well 
as data relating to the number of employees, the tenure of the business, and 
nature of industry in which the small businesses operate, were collected. An 
exploratory factor analysis was undertaken, and Cronbach‟s alpha coefficients 
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were calculated to assess the validity and reliability of the measuring instrument. 
The independent variables, Innovativeness and Proactiveness, could not be 
confirmed by the factor analysis and a new dimension emerged which was named 
Proactive innovativeness. As a result of the factor analysis the operational 
definitions were rephrased. The Cronbach‟s alpha coefficients reported were all 
greater than 0.7, deeming the scales measuring the various dimensions reliable. 
Descriptive statistics were calculated to summarise the sample data, and 
Pearson‟s product-moment correlation coefficients were established to investigate 
the associations between the variables. Significant positive correlations were 
reported between all of the variables. SEM was performed to determine the 
significance of the relationships hypothesised between the independent and 
dependent variables in this study.  
 
The results of this study showed that the independent variables Competitive 
aggressiveness, Proactive innovativeness and Autonomy have a significant 
positive influence on the dependent variable Business success, while Risk-taking 
was found to have a significant negative influence on Business success. 
Furthermore, the results showed that Proactive innovativeness was higher in 
larger-sized small businesses, Autonomy was reported to be higher in small 
businesses where the owner was in possession of a tertiary qualification, and Risk-
taking was found to be higher in small businesses owned by people of colour than 
in businesses owned by White respondents.  
 
In a business environment where change is constant, small business owners need 
to be able to adapt their operations and strategies to these changes and the 
consumer demands these changes may bring. Small business owners need to be 
able to strategically reinvent their businesses if they are to survive over the long 
term.  The level of entrepreneurial orientation has been identified as having a 
positive influence on business success. The more small businesses implement 
Proactive innovativeness, Competitive aggressiveness, calculated and cautions 
Risk-taking and Autonomy, the better the chances are that they will be successful. 
 
KEY WORDS:  Entrepreneurial orientation, Small business, Entrepreneurship. 
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CHAPTER 1 
 
INTRODUCTION, PROBLEM STATEMENT AND DEMARCATION OF THE 
STUDY 
 
1.1  INTRODUCTION AND BACKGROUND TO THE STUDY 
 
According to the National Small Business Amendment Act 23 (2003), a small 
business in South Africa is defined as a business which has a staff complement of 
less than 50 full-time employees, an annual turnover of less than R19 million and 
total gross assets of less than R5 million (National Small Business Amendment Act 
23 2003). Small businesses account for nearly half of the country‟s national output, 
and close to 60% of employed people work for small businesses (Abedian, 
Blottnitz, Coovadia, Davel, Masilela & Rees 2008:23). These businesses play an 
important role in stimulating economic growth, innovation and competitiveness, as 
well as in reducing unemployment and alleviating poverty (Abedian et al. 2008:23). 
Despite their importance, the failure rate of small businesses is very high.  
 
Various reasons are given for this high failure rate including a lack of finance and a 
lack of knowledge, poor strategic management, a lack of access to cash, and poor 
cash flow management (Short, Payne, Brigham, Lumpkin & Broberg 2009; 
Junehed & Davidson 1998; Sexton & Bowman-Upton 1991). Abedian et al. (2008) 
also suggest that failure to anticipate or react to competition, new technology, or 
other changes in the marketplace are common reasons why small businesses fail. 
This failure to react to or anticipate change occurs when the business does not act 
entrepreneurially (Casillas, Monero & Barbero 2010:30). 
 
Entrepreneurial orientation is becoming an important and extensively researched 
topic in the entrepreneurship literature (Casillas et al. 2010; Melia, Boulard & 
Peinado 2007:67). According to Miller (1983), „entrepreneurial orientation‟ refers to 
a business that is geared towards innovation in the product-market field by carrying 
out risky initiatives, and which is the first to develop innovations in a proactive way 
in an attempt to defeat its competitors. Similarly, Lumpkin and Dess (1996) 
describe entrepreneurial orientation as the processes, practices and decision-
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making styles of firms that act entrepreneurially. More specifically an 
entrepreneurial firm is defined as one that exhibits five entrepreneurial behaviours, 
namely autonomy, competitive aggressiveness, innovativeness, pro-activeness 
and risk-taking (Short et al. 2009; Lumpkin & Dess 1996; Miller 1989). 
Furthermore, Turker and Selcuk (2009) assert that firms that undertake 
entrepreneurially orientated activities are not only incubators for technological 
innovation, but also provide employment opportunities and increase 
competitiveness.  
 
In recent times there has been an increase in research devoted to the field of 
entrepreneurship, and a growing interest in the entrepreneurial orientation of small 
businesses, particularly in developing countries (Chye 2012:8; Melia et al. 
2007:67). However, conflicting views exist with regard to the relationship between 
entrepreneurial orientation and success. Empirical evidence supporting the view 
that entrepreneurial orientation has a positive influence on business performance 
has started to grow (Chye 2012; Lotz & Van der Merwe 2010; Junehed & 
Davidsson 1998; Brown 1996) and various authors (Fatoki 2011; Gurbuz & Aykol 
2009; Wiklund, 1998; Zahra & Covin 1995) have reported a positive relationship 
between entrepreneurial orientation and performance. However, according to 
Covin and Slevin (1991) as well as Sexton and Bowman-Upton (1991), a lack of 
systematic empirical evidence exists proving that entrepreneurial orientation 
actually leads to improved firm performance. Similarly, Hughes and Morgan 
(2007:651) contend that entrepreneurial orientation sometimes contributes to 
improved business performance. Hart (1992), for example, suggests possible 
negative consequences as a result of entrepreneurial orientation, and hypothesises 
that entrepreneurial strategy-making is likely to lead to lower rather than higher 
performance because of role imbalances between top management and lower-
level workers. Simmons (2010:46-48) also suggests that entrepreneurial 
orientation does not always result in improved performance, because of the 
possible strain that would be placed on a firm to allocate its scarce resources to 
risky projects. 
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Oswald (2008) contends that a limited understanding exists of why entrepreneurial 
activities vary from business to business. Furthermore, Casillas et al. (2010) 
asserts that the entrepreneurial orientation literature needs to produce more 
knowledge of the conditions under which entrepreneurial orientation as a whole is 
related to business performance, as well as how the dimensions of entrepreneurial 
orientation influence performance separately. This study attempts to address this 
need.  
 
1.2 PROBLEM STATEMENT 
 
Given the high failure rate of small business in South Africa, the need to identify 
strategies to improve their success is clearly evident. According to Lotz and Van 
der Merwe (2010:131), entrepreneurial orientation is an important path to 
competitive advantage and improved performance for all types of businesses. 
Several studies have shown a positive relationship between the implementation of 
entrepreneurially orientated strategies and business performance (Chye 2012; 
Fatoki 2011; Short et al. 2009; Wang 2008; Wiklund, 1998; Zahra & Covin, 1995). 
This implies that the more small businesses implement entrepreneurially orientated 
strategies and behave in an entrepreneurially orientated manner, the more 
successful they are likely to be. Very few small businesses do, however, undertake 
entrepreneurially orientated activities (Fairoz, Hiobumi & Tanaka 2010:134-140). 
 
Given the lack of entrepreneurial orientation exhibited by small businesses and the 
important role that it could play in their success, the following research questions 
are posed: 
  
a)  To what extent do small businesses in the Eastern Cape show evidence 
of innovativeness, pro-activeness, competitive aggressiveness, 
autonomy and risk-taking in their strategies?  
 
b)  Do the entrepreneurial orientation dimensions of innovativeness, pro-
activeness, competitive aggressiveness, autonomy and risk-taking 
 4 
 
positively influence the business performance of small businesses in the 
Eastern Cape?  
 
1.3 PURPOSE OF THE STUDY 
 
The purpose of this study is to investigate the relationship between the 
entrepreneurial orientation of small businesses in the Eastern Cape and their level 
of business success. Entrepreneurial orientation (EO) will be assessed in terms of 
the 5 dimensions of entrepreneurial orientation, namely innovativeness, pro-
activeness, competitive aggressiveness, risk-taking and autonomy (Lumpkin & 
Dess 1996; Covin & Slevin 1991; Miller 1983), and business success will be 
assessed in terms of profitability and growth.   
 
1.4 RESEARCH OBJECTIVES 
 
1.4.1  PRIMARY RESEARCH OBJECTIVES 
 
The primary objectives of this study are to establish the level of entrepreneurial 
orientation of small businesses in the Eastern Cape, and to establish the influence 
of this orientation on business success.  
 
1.4.2  SECONDARY RESEARCH OBJECTIVES 
 
In order to address the primary objectives of this study, the following secondary 
objectives have been formulated: 
 
a) To undertake a detailed theoretical investigation into the nature of 
entrepreneurial orientation and its importance to small businesses. 
 
b) To propose a theoretical framework hypothesising the relationships 
between the dimensions of entrepreneurial orientation and business 
success. 
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c) To undertake an empirical investigation to test the hypothesised 
relationships.  
 
d) To empirically test the influence of selected demographic variables on 
the five dimensions of entrepreneurial orientation, as well as on 
business success. 
 
e) To put forward recommendations based on the empirical results of this 
study.  
 
1.5 PROPOSED THEORETICAL FRAMEWORK AND HYPOTHESES 
 
Entrepreneurial orientation consists of five dimensions. These dimensions are used 
to determine how entrepreneurially orientated a business is. The five dimensions of 
entrepreneurial orientation hypothesised as influencing business success are 
summarised in Table 1.1 below. 
 
Table: 1.1:  Dimensions of entrepreneurial orientation and literature 
support 
EO DIMENSION REFERENCES 
Innovativeness  
Lotz & Van der Merwe 2010; Stam & Elfring 2008; Quince & Whitaker 
2003; Lumpkin & Dess 1996; Miller 1983. 
Pro-activeness 
Lotz& Van der Merwe 2010; Stam & Elfring 2008; Quince & Whitaker 
2003; Lumpkin & Dess 1996; Miller 1983. 
Risk-taking 
Short et al. 2009; Stam & Elfering 2008; Baker & Sinkula 2004; Covin & 
Slevin 1991. 
Competitive 
aggressiveness 
Lotz & Van der Merwe 2010; Stam & Elfring 2008; Quince & Whitaker 
2003; Lumpkin & Dess 1996; Miller 1987 
Autonomy 
Lotz & Van der Merwe 2010; Lumpkin & Dess 1996; Covin & Slevin 
1991. 
 
Based on the dimensions of EO in Table 1.1, the following theoretical framework is 
proposed and depicted in Figure 1.1. 
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For the purpose of this study the 5 dimensions of EO, namely Innovativeness, Pro-
activeness Risk-taking, Competitive aggressiveness and Autonomy serve as the 
independent variables, while Business success serves as the dependent variable. 
 
Figure 1.1:  Proposed theoretical framework: Dimensions of 
entrepreneurial orientation influencing small business 
success 
 
(Source: Researcher‟s own construction) 
 
1.5.1  RESEARCH HYPOTHESES 
 
The following directional hypotheses have been formulated to test the relationships 
proposed in the theoretical framework: 
 
H1:  There is a positive relationship between the level of Innovativeness and 
Business success. 
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H2:  There is a positive relationship between the level of Pro-activeness and 
Business success. 
 
H3:  There is a positive relationship between the level of Risk-taking and 
Business success. 
H4:  There is a positive relationship between the level of Competitive 
aggressiveness and Business success. 
 
H5: There is a positive relationship between the level of Autonomy and 
Business success.  
 
In order to investigate whether the theoretical framework presented above can be 
applied to various demographic variables, additional statistical analysis will be 
performed to find out whether significant relationships exist between selected 
demographic variables and the five dimensions of entrepreneurial orientation.  
Therefore, the following null-hypotheses are formulated and will be tested: 
 
H0a-0e: There is no relationship between selected demographic variables and 
entrepreneurial orientation, as measured by Innovativeness (H0a), Pro-
activeness (H0b), Risk-taking (H0c), Competitive aggressiveness (H0d) 
and Autonomy (H0e). 
 
H1a-1e: A relationship exists between selected demographic variables and 
entrepreneurial orientation, as measured by Innovativeness (H1a), Pro-
activeness (H1b), Risk-taking (H1c), Competitive aggressiveness (H1d) 
and Autonomy (H1e). 
.  
1.6 RESEARCH METHODOLOGY 
 
This study will assess the entrepreneurial orientation and levels of success of small 
businesses in the Eastern Cape, and investigate the relationship between these 
constructs. Secondary and primary research will be undertaken to achieve the 
objectives of this research. 
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1.6.1  SECONDARY RESEARCH 
  
In order to achieve the objectives of this study, an in-depth literature review will be 
undertaken, to identify and describe the dimensions of entrepreneurial orientation. 
In addition, business success will be discussed, and the relationship between the 
dimensions of entrepreneurial orientation and business success will be supported 
and elaborated on. A variety of books, journal articles and previous research on the 
dimensions of entrepreneurial orientation and success will be consulted. 
Databases such as EBSCO host, Emerald and Google Scholar will be used to 
identify relevant literature sources. The library facilities at the Nelson Mandela 
Metropolitan University will be used to access databases from other international 
and national libraries as well as national and international studies. 
 
1.6.2  PRIMARY RESEARCH 
 
The theoretical framework hypothesising the relationships between entrepreneurial 
orientation and business success will be based on secondary research. The 
dimensions of entrepreneurial orientation investigated in this study will be 
supported by the literature overview. 
 
The main aim of this research is to ascertain whether EO or a lack thereof is a 
reason for small business failure. It is for this reason that a positivistic research 
paradigm will be used in this study. A positivistic research paradigm is a paradigm 
that involves the use of a quantitative approach. The methods of data collection 
when implementing a positivistic research paradigm are rigid, strict and regimented 
(Partington 2002:109) as will be the case in this study. 
 
The theoretical framework and hypothesised relationships will be tested by means 
of an empirical study. The empirical research conducted will be limited to small 
businesses in the Eastern Cape area, to ensure that meaningful and accurate data 
is collected. A questionnaire, together with a covering letter describing the purpose 
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of the study, will be distributed to small business owners who agree to participate 
in the study. 
 
According to Cooper and Schindler (2006:403), sampling is done in order increase 
data collection speed, lower the cost of collecting data and increase the availability 
of population elements. For the purposes of this study, small businesses which 
employ not more than 50 full-time employees in the Eastern Cape area are the 
population from which the sample will be drawn. Restrictions of time, money and 
access make it impossible to survey every member of the population.  
 
The researcher will make use of a non-probability sampling technique known as 
convenience sampling, to select respondents. The use of this sampling technique 
will mean that the probability of each member of the population being selected is 
unknown (Jackson 2012:99; Welman & Kruger 1999:47). According to Saunders et 
al. (1997:142), there are no rules regarding sample size when non-probability 
sampling techniques are used. The author suggests that the sample size depends 
on the research questions and objectives, specifically: “what is needed to be found 
out, what will be useful, what will have credibility and what can be done with the 
available resources?” Welman and Kruger (1999:64) advise that a sample should 
never have less than 15 units, but preferably more than 50, depending on the size 
of the population. For the purpose of this study, it was decided that the target 
number of respondents should not be less than 200 small businesses.  
 
As previously mentioned, this study will make use of a quantitative research 
method, and a measuring instrument will therefore be designed for collecting the 
data. According to Saunders et al. (1997:254), the validity and the reliability of the 
data collected and the response rate achieved depend largely on the design of the 
questions and the structure of the measuring instrument. Rubin and Babbie 
(2012:173) advise that the questions should be carefully selected between open-
ended and closed-ended style questions, as advantages linked with each type can 
be seen as disadvantages depending on the situation. 
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A measuring instrument will be developed consisting of items that have been found 
valid and reliable in previous studies, as well as several self-formulated items. 
Where necessary the items will be contextualised to make them suitable for the 
present study. Several questions relating to the respondents and the small 
business will also be developed. The information requested concerning the 
respondents will include the respondents‟ gender, ethnicity, age and education 
level. The information requested that will be relate to the small business will include 
the number of employees in the small business, the nature of the small business 
and the number of its years in operation. The measuring instrument will consist of 
randomly sequenced statements assessing the dimensions of entrepreneurial 
orientation and business success. Using a five-point Likert-type scale, a response 
continuum of 1 to 5 will be provided, with 1 meaning strongly disagree and 5 
strongly agree.  
 
To assess the validity of the measuring scales an exploratory factor analysis will be 
performed on all of the items in the measuring instrument. Factor analysis is 
performed when the researcher has a set of variables and suspects that these 
variables are interrelated in a complex fashion (Fabrigar & Wegener 2012:2-4). 
Factor analysis is then used to untangle the linear relationships into their separate 
patterns (Zikmund 2003:586).  Principal component analysis and Varimax raw will 
be specified as the extraction and rotation method. The percentage variance 
explained and the factor loadings will be considered when assessing the validity of 
the measuring instrument. According to Hair, Black, Babin, & Anderson (2010:689), 
factor loading readings of greater than 0.5 can be considered significant for a 
sample size greater than 200.    
 
The type of reliability estimate or coefficient of internal consistency to be 
implemented to assess the internal consistency of the measuring instrument in this 
study is the Cronbach‟s alpha coefficient. According to Gleim and Gleim (2003:84), 
Cronbach‟s alpha is a test reliability technique that requires only a single test 
administration to provide a unique estimate of the reliability for a given test. 
Cronbach‟s alpha coefficients of >0.7 will deem a scale to be reliable (Nunally 
1978:45).  
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Descriptive statistics will be calculated to summarise the data relating to the factors 
identified by the factor analysis. According to Jackson (2010:216), descriptive 
statistics are used to organise and present numerical data in a more clear and 
concise manner. Descriptive statistics such as the mean scores, the standard 
deviation and the frequency distribution of the responses will be calculated. 
Pearson‟s product moment correlations will be also be calculated to assess the 
associations between the variables under investigation in this study. A correlation 
coefficient is a statistical measure of covariance, or association, between at least 
two variables (Jackson 2010:159). 
 
In order to evaluate the relationships between the independent variables, namely 
the 5 dimensions of entrepreneurial orientation and the dependant variable, 
Business success, Structural Equation Modelling (SEM) will be used. Structural 
Equation Modelling is a multivariate technique that combines features of Multiple 
Regression and factor analysis, to estimate a series of interconnected dependence 
relationships simultaneously (Schumacker & Lomax 2010:2-7; Farrington, 2009:21; 
Hair, Anderson, Tatham & Black 1998).  The computer programme AMOS version 
19 will be used to undertake the SEM analysis. The degree of model fit will be 
measured using the following fit indices: the Satorra-Bentler scaled Chi-square 
(X2), the normed Chi-square, the comparative fit index (CFI), the expected cross-
validation index (ECVI) as well as the 90% confidence internal for  the Root Mean 
Square Error of Approximation (RMSEA).   
 
Although the primary objectives of this study are to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape and to 
establish the influence of this orientation on business success, the influence of 
selected demographic variables on the entrepreneurial orientation of these small 
businesses will also be investigated. Demographics relating to the business owner 
as well as the business itself will be considered and analysed. In order to test this 
influence, an Analysis of Variance (ANOVA) will be undertaken. An ANOVA is a 
statistical method for making comparisons between two or more means, to 
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determine whether significant relationships exist between the variables (Thomas, 
Nelson & Silverman 2010:168).  
 
The research methodology adopted in this study will be described in more detail in 
Chapter 5. 
 
1.7 SCOPE AND DEMARCATION OF THE STUDY 
 
The empirical research of this study will focus on small businesses only. The 
reason for this is the increasingly important role that the small business sector has 
in creating jobs and distributing wealth in South Africa. In addition, the focus will be 
on small business in the Eastern Cape Province. This province has been selected 
because of convenience as well as the high levels of unemployment there. 
 
Although several factors are identified as influencing business success, the focus 
of this study will be on entrepreneurial orientation only, more specifically the 5 
dimensions of entrepreneurial orientation, namely Innovativeness, Pro-activeness, 
Risk-taking, Competitive aggressiveness and Autonomy. 
 
1.8 CONTRIBUTION OF THE STUDY 
 
Small businesses play a vital role in the economy of South Africa and have been 
recognised as an important strategic sector for generating high economic growth 
and reducing unemployment, inequality and poverty (Ministry of Finance 2011). 
The success of small businesses is therefore of major significance to the country. 
This study will attempt to establish the role that entrepreneurial orientation can play 
in improving the levels success of small businesses in South Africa. 
 
This study aims to expand the theoretical and empirical body of entrepreneurship 
and entrepreneurial orientation literature by investigating the relationships between 
the dimensions of entrepreneurial orientation and performance in the context of the 
South African small business sector. Establishing whether entrepreneurial 
orientation influences success and whether small businesses are entrepreneurially 
 13 
 
orientated, will provide small business owners, policy-makers and researchers with 
greater insights into the role of entrepreneurial behaviour in small business 
success. From these insights, steps and measures can be taken by small business 
owners to adapt and improve their processes, practices and decision-making styles 
so as to improve their chances of success and long-term survival.   
 
1.9 DEFINITION OF CONCEPTS 
 
This study focuses on the entrepreneurial orientation of small businesses. The 
definitions of key terms are given below: 
 
1.9.1 SMALL BUSINESS 
 
A small business is one that is independently owned and managed, has a staff 
complement of at least five but not more than 50 full-time employees, has an 
annual turnover of less than R19 million and has its total gross asset value of less 
than R5 million (Bosch, Tait & Venter 2011:577). For the purpose of this study a 
small business is defined as one that has been in operation for more than one year 
and does not employ more than 50 full-time employees. 
 
1.9.2  INNOVATIVENESS 
 
Innovativeness refers to a business‟ propensity to be creative and experimental in 
its approach to create or improve products, services and processes (Short et al. 
2009:13). 
 
1.9.3  PRO-ACTIVENESS 
 
Pro-activeness refers to the tendency of a business to anticipate an event and take 
action before the event occurs (Lumpkin & Dess 1996). 
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1.9.4  RISK-TAKING 
 
Risk-taking refers to the willingness to make investments in projects that have 
uncertain outcomes (Short et al. 2009:14). 
 
1.9.5  COMPETITIVE AGGRESSIVENESS 
 
Competitive aggressiveness refers to taking the initiative in an attempt to shape the 
environment to gain a competitive advantage (Short et al. 2009:12). 
 
1.9.6  AUTONOMY 
 
Autonomy refers to the tendency of the business to allow its employees to think 
and act independently (Short et al. 2009:12). 
 
1.10  STRUCTURE OF THE STUDY 
 
The structure of the research will be as follows: 
 
Chapter 1 is the introductory chapter and provides the background to the topic 
under investigation. The introduction is followed by the problem statement, the 
purpose of the study, as well as the research objectives. The secondary and 
primary research methods are also introduced in this chapter. In addition, the 
scope and demarcation of the study as well as its contributions are highlighted.  
Chapter 1 concludes with definitions of the most important terms used in the study, 
and an overview of the contents to follow. 
 
Chapter 2 will provide an overview of the nature and importance of small 
businesses. Small businesses will first be defined and the most important 
contributions of these businesses to the economy will be highlighted. The various 
constraints facing small businesses will be discussed and the lack of 
entrepreneurial skills and entrepreneurial orientation will specifically be highlighted. 
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Chapter 3 will focus on several entrepreneurial concepts. The nature of 
entrepreneurial orientation, as well the various dimensions of entrepreneurial 
orientation will also be described. A discussion on entrepreneurial orientation and 
business performance will conclude the chapter. 
 
In Chapter 4 the theoretical framework to be used in the study as well as the 
hypotheses to be tested will be presented. This framework is based on the 
dimensions of entrepreneurial orientation identified in Chapter 3. Literature support 
is provided for the proposed hypotheses. 
  
Chapter 5 will discuss and motivate the research methodology to be implemented 
in this study. The research design and methodology, the sample and sampling 
technique, the development and administration of the measuring instrument, the 
data collection techniques and the statistical analysis techniques employed will be 
identified and described. 
 
In Chapter 6 the empirical results of this study will be reported. Firstly the 
demographic information pertaining to the respondents and their businesses will be 
summarised. Thereafter, the results relating to the validity and reliability of the 
measuring instrument will be presented. Lastly, the results of the descriptive 
statistics, the Pearson‟s product moment correlations and the SEM analysis as well 
as the results pertaining to the ANOVA will be presented. 
 
Chapter 7 will be the final chapter of the study and will present a summary of the 
preceding chapters. The empirical results will be summarised, and conclusions and 
recommendations will be made. The contributions and possible limitations of the 
study will be identified and discussed. Finally, suggestions for future research will 
be highlighted. 
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CHAPTER 2 
 
THE NATURE AND IMPORTANCE OF SMALL BUSINESSES 
 
2.1 INTRODUCTION 
 
The focus of this study is on investigating the entrepreneurial orientation of small 
businesses in the Eastern Cape. Small businesses play an important role in the 
economy of a country, particularly in a developing country like South Africa. 
Therefore, it is important that the nature and importance of small businesses are 
highlighted and explained.  
 
In this chapter, the nature of a small business is firstly described. This is done by 
elaborating on the various descriptions and criteria used to define a small 
business, and by describing some of the advantages and disadvantages of these 
sized businesses. This is followed by a discussion on the important contributions 
they make as well as the various challenges they face. The lack of entrepreneurial 
skills and entrepreneurial orientation is specifically highlighted. 
 
2.2 THE NATURE OF SMALL BUSINESS ENTERPRISES 
 
According to the White (2004), there is no universal agreement on the definition of 
a small business enterprise. The reasons for this lack of universal agreement are 
twofold, firstly because of the diversity of the small business sector, and secondly 
because of the differences in standards adopted by different countries around the 
world (Cronjé, du Toit, Marais & Motlatla 2003:52). In addition, there are several 
different ways in which to classify small business enterprises, including industry, 
efficiency, methods of operation, the nature of the market served, and the size of 
the resources used.  
 
In broad terms Megginson, Byrd and Megginson (2006:9) describe a small 
business enterprise as any business that is independently owned and operated, is 
not dominant in its field of business activity, and is not large in size. Lucas (1992) 
 17 
 
refers to a small business as “an individually owned and managed, continuous, 
economically viable entity, geared to a profitable return on capital, effort and risk”.  
These descriptions are very broad and open to interpretation, making it very 
difficult to formulate a single definition of a small business (Du Toit, Erasmus, 
Strydom 2011:52).  
 
Various authors (Bosch et al. 2011:579; Du Toit et al. 2011:53; Dorfling 2001) refer 
to both qualitative and quantitative criteria when defining small business 
enterprises. The qualitative criteria apply to a wide range of enterprises and are 
often subjective, broad-based and less precise than quantitative criteria. 
Quantitative criteria differ from qualitative criteria in that they rely on clearly defined 
quantifiable parameters including one or more of the following: the number of 
employees, sales turnover, assets, capital, net worth, or specific industry-wide 
measures. Several examples of qualitative and quantitative criteria are tabled 
below. 
Table 2.1:   Qualitative and quantitative criteria for the definition of small 
business enterprises 
QUALITATIVE CRITERIA QUANTITATIVE CRITERIA 
Independent management Number of employees 
Ownership and management in one Turnover 
Small market share Totals assets value 
No access to money markets Ownership interest 
Personalised management Profit 
Simple production processes  Shares issued 
Use of local raw materials Capital investment 
Staff component and size Total personnel remuneration 
 
In order to create a more accurate picture, there has been an increasing need to 
incorporate both quantitative and qualitative criteria when defining small 
businesses. The use of qualitative definitions alone is generally avoided (Dorfling 
2001). In South Africa, the National Small Business Amendment Act 23 (2003) 
provides a definition for a small business and using the following criteria: 
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 The number of full-time equivalent paid employees; 
 Total annual turnover; and 
 Total gross asset value (National Small Business Amendment Act 23 2003). 
 
The above definition of a small business enterprise is also dependent on the 
economic sector within which the enterprise operates, and it is thus defined in 
accordance with the Standard Industrial Classification (SIC). Table 2.2 shows the 
various thresholds for a sample of sectors, as prescribed by the Small Business 
Act and revised by the National Small Business Amendment Act 23 (2003) (Bosch 
et al. 2011:579; Du Toit et al. 2011:53). 
 
Table 2.2:   Quantitative criteria for classifying small business enterprises 
(Source: Adapted from National Small Business Amendment Act 23 2003) 
INDUSTRIES IN 
ACCORDANCE 
WITH STANDARD 
INDUSTRIAL 
CLASSIFICATION 
(SIC) 
SIZE / 
CLASS 
TOTAL FULL-
TIME PAID 
EMPLOYEES 
ANNUAL 
SALES 
TURNOVER 
(MILLION) 
TOTAL GROSS 
ASSETS VALUE 
(EXCL. FIXED 
PROPERTY) 
 
Agriculture 
Micro 1 - 4 < R 0,20m < R 0,10m 
Very small 5 - 19 < R 0,50m < R 0,50m 
Small 20 - 49 < R 3,00m < R 3,00m 
Medium 50 - 199 < R 5,00m < R 5,00m 
 
Manufacturing 
Micro 1 - 4 < R 0,20m < R 0,10m 
Very small 5 - 19 < R 0,50m < R 2,00m 
Small 20 - 49 < R 13,00m < R 5,00m 
Medium 50 - 199 < R 51,00m < R 19,00m 
Retail, motor 
industry and repair 
services 
Micro 1 - 4 < R 0,20m < R 0,10m 
Very small 5 - 19 < R 4,00m < R 0,60m 
Small 20 - 49 < R 19,00m < R 3,00m 
Medium 50 - 199 < R 39,00m < R 10,00m 
Wholesale trade, 
commercial agents 
and allied service 
Micro 1 < 5 < R 0,20m < R 0,10m 
Very small 5 < 10 < R 6,00m < R 0,60m 
Small 10 < 50 < R 32,00m < R 5,00m 
Medium 50 < 100 < R 64,00m < R 10,00m 
 
Finance and 
business services 
Micro 1 < 5 < R 0,20m < R 0,10m 
Very small 5 < 20 < R 3,00m < R 0,50m 
Small 20 < 50 < R 13,00m < R 3,00m 
Medium 50 < 200 < R 26,00m < R 5,00m 
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Taking Tables 2.1 and 2.2 into account, a more comprehensive definition of a small 
business enterprise in South Africa is „any business with one or more of the 
following features: 
 
 Fewer than 50 employees; 
 An annual turnover of less than R32 million (depending on the sector); 
 Capital assets of less than R5 million; and 
 Direct involvement of the owners in management. 
 
Against this background, a small business for the purpose of this study is defined 
as a business that employs fewer than 50 full-time employees and has an owner 
who is actively involved in the management of the business. 
 
In addition to a definition, the nature of small business enterprises can be 
described in terms of their advantages and disadvantages. Small businesses have 
several advantages over large businesses because they can adapt easily to 
market conditions, and can withstand adverse economic conditions because of 
their flexible nature. Small businesses are more labour-intensive than larger firms, 
and have lower capital costs associated with job creation (Advani 2007). The main 
advantages and disadvantages of small business enterprises, as identified by Ale-
Ebrahim, Ahmed and Taha (2010:2371-2372), are summarised in Table 2.3.  
 
Table 2.3:    Advantages and disadvantages of small business enterprises 
ADVANTAGES DISADVANTAGES 
Able to respond quickly to customer 
requests and market changes 
Severe resource limitations in research 
and development 
Flexible and fast response to change, 
easily adaptive to new market conditions 
and dynamic in behaviour,  
Limited formal competitor analysis and 
data collection during new product 
development processes. 
Strongly correlated and inter-related with 
respect to innovation and entrepreneurship 
Reliance on small number of customers, 
and operating in limited markets. 
Capable of fast learning and adapting 
routines and strategy 
Rely on labour intensive and traditional 
management practices 
Un-bureaucratic processes, flat and flexible 
structures 
Lagging in the export, lack the resources 
necessary to enter foreign markets 
(Source: Adapted from Ale-Ebrahim et al. 2010:2371-2372) 
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2.3 THE IMPORTANCE OF SMALL BUSINESS ENTERPRISES  
 
Small businesses are vitally important to any successful economy (Ladzani & Van 
Vuuren 2002:154; DTI 2009). In the sections to follow, some of the main reasons 
for their importance are discussed.  
 
2.3.1 CONTRIBUTION TO GROSS DOMESTIC PRODUCT (GDP) 
 
Many authors (Jones & Macpherson 2006; Love & Irani 2004; Bougrain & 
Haudeville 2002) contend that the wealth of a country and the growth of its 
economy strongly depend on the country‟s small-business sector performance 
(Schröder 2006). In many developed and developing countries, small businesses 
have brought stability to the economy (Robles-Estrada & Gómez-Suárez 2007; 
Eikebrokk & Olsen 2007) because they help to buffer the shocks that come with 
the „boom and bust‟ of economic cycles, by adapting quickly to the changing 
business environment (Ale-Ebrahim et al. 2010:2369-2371).  
 
Empirical studies (World Bank 2011) have shown that small businesses contribute 
to over 55% of GDP in high-income countries and over 60% of GDP in low-income 
countries. High-income countries, also referred to as „developed countries‟, are 
nations that have a high GDP per capita of US$12 476, or more (World Bank 
2011). Low-income countries, also referred to as „developing countries‟, are 
nations with a low GDP per capita of US$4 025, or less (World Bank 2011). It is 
estimated that in South Africa, small businesses account for nearly half (47%) of 
the country‟s national output (Abedian et al. 2008:23). However, according to 
Ncwadi (2010:113), trying to determine the true contribution of small businesses to 
a country‟s GDP is difficult, as the figures used to calculate GDP typically only take 
into account formal activities, while most small businesses are active in the 
informal sector. Small businesses are also the major growing force behind the 
fastest growing economy of China, in terms of contribution to the national GDP 
(accounting for 40%) (Kongolo 2010:2289). 
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The contribution made by small business enterprises to economic growth has 
made them an essential part of both developed and developing economies 
(Kongolo 2010:2288). Their survival and growth has therefore been a prominent 
issue. Beck, Demirguc-Kunt & Levine (2005) explored the relationship between the 
relative size of the small business sector and economic growth, using a sample of 
45 countries, and found a strong, positive association between the importance of 
small businesses and GDP per capita growth. Small businesses “activate 
competition, exploit niche markets both internally and internationally, enhance 
productivity and technical change, and through all of this stimulate economic 
development” (White 2004).  
 
2.3.2 CONTRIBUTION TOWARDS EMPLOYMENT 
 
According to Murphy (2006:9), empirical evidence exists to suggest that small 
businesses are generally more labour-intensive and are therefore more likely to 
absorb unemployment and create jobs than larger businesses are.  Similarly, 
Kongolo (2010:2290-2291) contends that the tendency of small businesses to 
engage in more labour-intensive operations than large enterprises, results in small 
businesses contributing significantly to “the provision of productive employment 
opportunities, the generation of income and, eventually, the reduction of poverty” 
(Ntsika Enterprise Promotion Agency 2000).  
 
Empirical studies (World Bank 2011) have shown that small businesses in 
developed countries are major contributors to private sector employment. They 
contribute to over 65% of total employment in high-income countries, over 70% of 
total employment in low-income countries, and about 95% of total employment in 
middle-income countries (World Bank 2011). According to Longley (2006), small 
businesses are job creators, and are what really drive the United States (U.S.) 
economy. Small businesses represent 99.7% of the businesses, creating 60% of 
the net new jobs in the U.S. economy. In South Africa, the small business sector is 
also viewed as an important force in creating employment and in creating a fairer 
distribution of wealth (Maphosa 2008).  
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Data produced by the South African Department of Trade and Industry indicates 
that the bulk of net new jobs in the country were created by businesses with less 
than 500 employees, and that the majority of the country‟s workforce was 
employed in businesses with less than 500 employees (see Table 2.4). „Net jobs‟ 
are the total of new jobs created by new and existing businesses, minus the total 
number of jobs lost by business closures and downsizing of firms (Edmiston 2004).  
 
Table 2.4:   Percentage share of total employment in South Africa 
EMPLOYMENT BY 
BUSINESS SIZE 
% SHARE OF TOTAL EMPLOYMENT 
(2004 - 2007) 
1 – 20 44.1 
21 – 499 32.6 
500+ 23.3 
(Source: Adapted from Kongolo 2010:2292) 
 
2.3.3 CONTRIBUTION TOWARDS ECONOMIC EQUALITY 
 
According to Maphosa (2008:48), South Africa is not poor by international 
standards, but it is “infamous for having the most unequal distribution of income in 
the world”. Similarly, the International Labour Organisation (ILO) concludes that 
South Africa has had higher levels of inequality than those reported in any other 
country worldwide (ILO 2010:9). This unequal income distribution is reflected by 
the fact that the bottom 20% of income earners receive 1.5% of the national 
income, while the top 10% of income earners receive over 50% of the national 
income (ILO 2010:3-6). 
 
With this unfair distribution of income in mind, one of the objectives of small 
business development in South Africa in particular, is to redress these severe 
inequalities that exist in the country. According to Fatoki (2011:173), small 
businesses are considered to be major drivers not only of job creation and 
economic growth, but also of social stability and the distribution of wealth. They are 
said to be one of the tools that could be used to accelerate the “economic 
redistribution in South Africa” (Chalera 2007:32). The creation of employment, the 
reduction of poverty, the increase of household incomes and the satisfaction of 
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personal aspirations, can all be achieved through small business development 
(Maphosa 2008:53). 
 
2.3.4 CONTRIBUTION TOWARDS INNOVATION 
 
As indicated in Table 2.3, the strength of smaller businesses lies in their shorter 
and informal communication channels, their lower levels of bureaucracy, and their 
greater proximity to the market, all of which are very important for a firm when 
trying to be innovative (Ale-Ebrahim et al. 2010:2371-2372; Ngah & Ibrahim 
2009:2-3). Small businesses encourage flexibility and innovation, and are often the 
source of new ideas, materials, processes and services that larger enterprises may 
be unable or reluctant to provide (Megginson et al. 2006:10). According to Eybers 
(2010:19), small businesses tend to have more freedom to be innovators than do 
larger businesses. Eybers (2010:19) further suggests that small businesses have 
to be innovative of necessity, because of the resource constraints they often face. 
  
2.4  CHALLENGES FACING SMALL BUSINESS ENTERPRISES 
 
Despite the important contributions that small businesses make to the South 
African economy, their failure rate is very high (Maswangayi 2012). In 2011, the 
failure rate of small businesses in their first two years of operation was estimated to 
be as high as 63% (Maswangayi 2012). This high failure rate is a result of the 
many challenges they face. According to Orford, Herrington and Wood (2004), it is 
important to identify and discuss the impact of these challenges to small 
businesses, so as to try and minimise the burden the challenges place on these 
businesses. Several of these difficulties are discussed in the sections that follow.  
 
2.4.1 LACK OF ACCESS TO ADEQUATE FINANCE 
 
The challenge that is most often spoken about that small businesses face is a lack 
of access to adequate financing. It can become problematic to run a business if the 
finances are not available or not managed (Boysana & Ladzani 2011:552).  
According to Jordan and Miller (2012), cash is the “the blood that flows through the 
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body of a business enterprise”. Without cash, the business is unable to go about its 
daily operations. Small business owners typically complain that inadequate 
sources of finance negatively impact their ability to invest in assets, such as raw 
materials or equipment (Jordan & Miller 2012). Furthermore, small business growth 
is delayed if proper financing is not available (Bowen, Morara & Mureithi 2009:16). 
 
All firms need cash to start operating, and to fund expansion activities (Cassar 
2004). According to Suarez-Ortega (2003), the ability of a business to source 
“adequate and appropriate” funds is crucial to ensuring the long-term success of 
the business. There are many different sources of finance that a business can try 
to access. These can be informal sources such as family and friends, or more 
„formal‟, market-based sources such as banks, venture capitalists and private 
equity firms (Olawale & Garwe 2010:731).  
 
According to Olawale and Garwe (2010:731), access to formal finance is a major 
problem facing South African entrepreneurs. In 2006 only 2% of new small 
businesses in the country were able to access bank loans. Approximately 95% of 
micro-enterprises rely only on the owners‟ personal resources or informal sources 
of finance such as loans from friends, to finance their business operations 
(Parliamentary Monitoring Group 2007).   
 
A lack of access to finance is also affecting the previously disadvantaged 
individuals who do not have collateral and networks like their wealthy counterparts 
(Iwisi 2003). Bougheas, Mizen and Yalcin (2005:214) state that collateral is an 
important factor for small businesses to access finance. Overall, most small 
businesses cannot meet the requirements for commercial loans because they lack 
collateral, and those that do meet the requirements still find them excessively 
unaffordable in terms of repayment conditions (Bowen et al. 2009:16; Eriksson,  
Katila & Niskanen 2009:178).  
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2.4.2 LACK OF BUSINESS SKILLS TRAINING 
 
The Global Entrepreneurship Monitor (GEM) conducts an annual international 
survey among approximately 43 countries and provides useful data on the extent 
and nature of entrepreneurial activity in these countries. Herrington, Kew and Kew 
(2011:3) indicate in the 2011 GEM report that a lack of education and training are 
major obstacles inhibiting entrepreneurial development in South Africa. A similar 
finding was observed in 2001 when South Africa first participated in the GEM 
project. According to Groenewald (2010:2484), minimal improvement in the levels 
and nature of education and training has been observed since South Africa first 
participated in the GEM survey. In the Global 2010 Competitiveness Report, South 
Africa‟s inadequately educated and poorly skilled labour force is mentioned as the 
most challenging factor for doing business in the country (Herrington et al. 
2011:31). 
 
Research conducted among small business owners in five developing countries 
reveals that a lack of business skills training and education was a major problem 
faced by current and prospective business owners, particularly in the South African 
context, where there are big differences in the quality of education offered in 
different regions (Scholtz 2010:73). From this study, it is evident that the business 
owners who have had a good education and have a good overall knowledge of 
how to manage a business, perform well, while those that do not have this 
education and knowledge, struggle to manage their organisations. 
 
2.4.3 POOR INFRASTRUCTURE AND INSTITUTIONAL SUPPORT 
 
According to Ncwadi (2011), a country‟s infrastructure consists of numerous 
variables, such as an education system, the nature of the local labour market, 
information accessibility, and basic support services. The quality of infrastructure 
can influence the success of a small business, especially in developing countries 
such as South Africa, which often suffer from the poor state of basic transportation, 
telecommunication and electricity infrastructure (Kalra 2009). Electricity supply in 
South Africa does not meet the demand, resulting in power cuts, which can affect 
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the production and turnover of small businesses (Muritala, Awolaja & Bako 
2012:18-22). Bowen et al. (2009:16) agrees that poor infrastructure, specifically the 
provision of access roads, adequate power, water, sewerage and 
telecommunication services, poses a serious challenge to small businesses, and 
delays small business growth. 
 
In addition to poor infrastructure, Murphy (2006:28) states that in most developing 
countries, institutional support for small businesses has been limited, and lacks 
coherence. According to Macleod (2002:247), in most cases programmes to build 
institutional support are not well marketed by the South African government, with 
the result that these programmes are only used by those who actively seek them 
out. Furthermore, Macleod (2002:249) questions the quality of the programmes in 
South Africa, suggesting that some are far too simplistic for the needs of small 
businesses. According to Maas and Herrington (2006), most new small businesses 
in South Africa are not aware of government efforts, such as Khula Finance 
Enterprise (Khula) and the Small Business Development Agency (SEDA), to assist 
them. The Department of Trade and Industry (1996:11) proposes that more 
cohesion is required between the efforts of government, the private sector and the 
nongovernmental organisations, to support the small business sector. 
 
2.4.4 HIGH COST OF REGULATORY COMPLIANCE 
 
Complying with regulations is a significant challenge facing small businesses. This 
is because of the increasing number of regulations and a fairly widespread lack of 
understanding about what is required for a business to be in compliance with new 
legislation. Most small businesses believe that they do not get enough support 
from the government in terms of complying with regulations. (Olawale & Garwe 
2010:732). 
 
In South Africa the cost of compliance is significant, and is proportionately higher 
for small businesses than larger enterprises (Hashi 2001). New small businesses 
have to obtain various registration licences, comply with several labour laws, and 
pay taxes (Hashi 2001). The administration of tax, municipal regulations and the 
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administration of labour law unnecessarily hampers the development of small 
businesses (Parliamentary Monitoring Group, 2007). The cost of tax compliance is 
one type of regulatory cost that is often seen to have a large negative impact on 
small businesses. Many small businesses do not have dedicated in-house tax 
specialists or human resources staff to help them navigate the red tape 
(Parliamentary Monitoring Group, 2007). 
 
In addition to tax, labour presents several challenges to small businesses. 
According to Mahadea (2008), it is difficult and expensive for small businesses to 
hire skilled labour in South Africa. Labour can only be hired at a cost, and within 
the confines of the labour legislation, which includes among others, the Labour 
Relations Act, the Basic Conditions of Employment Act, the Occupational Health 
and Safety Act, the Employment Equity Act, the Skills Development Act and the 
Unemployment Insurance Act (Bosch et al. 2011:205-206). Macleod (2002:168) 
contend that the complex labour legislation in South Africa exacerbates the already 
troublesome administrative obligations facing small businesses. 
 
Increasingly, governments are realising that, although regulations may be 
necessary, the cost of regulations should be monitored and controlled, and tax 
changes will be required to help the small business sector flourish (Chamberlain & 
Smith 2006). Furthermore, Ray (2005:6) argues that, rather than addressing the 
challenges of the small business sector through labour laws, the government 
should be focusing its attention on strengthening the competitive edge of small 
businesses through appropriate „supply-side‟ measures such as skills 
development. 
 
Smorfitt and O'Neill (2011) assert that although most small businesses recognise 
the need for some regulation for operating a business, most believe that the 
regulation process is overwhelming and, in fact, out of control. The major complaint 
concerning government regulations revolves around the cost of compliance.  
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2.4.5 LACK OF ENTREPRENEURIAL SKILLS AND ORIENTATION 
 
The presence of entrepreneurial skills in the owners of small businesses is one of 
the most important determinants of business success (Kusumawardhani, McCarthy 
& Perera 2009:5). Nieman and Pretorius (2004:14) refer to these skills as „critical 
success factors‟ that make or break a small business. According to Lukas (2005), 
small business owners who lack entrepreneurial skills will find it more difficult to 
succeed in running their business than those who have such skills. Smith and 
Seawright (2011:3) mention that a lack of entrepreneurial expertise among many 
entrepreneurs is a key factor leading to the ineffectiveness of many initiatives that 
promote entrepreneurship as a source of poverty alleviation. 
 
In addition to the lack of entrepreneurial skills, the lack of entrepreneurial 
orientation in small businesses is also a major challenge inhibiting their 
development. According to Miller (1983), an entrepreneurially orientated business 
is one that is geared towards innovation in the product-market field by carrying out 
risky initiatives, and which is the first to develop innovations in a proactive way in 
an attempt to defeat competitors. Riley, Kalafatis and Manoocheri (2009:246) 
describe being entrepreneurially orientated as being willing to innovate and take 
risks, as well as the tendency to be aggressive toward competitors and proactive 
relative to marketplace opportunities. Similarly, Lumpkin and Dess (1996) describe 
entrepreneurial orientation as the processes, practices and decision-making styles 
of firms that act entrepreneurially. More specifically, an entrepreneurial firm is 
defined as one that exhibits five entrepreneurial behaviours, namely autonomy, 
competitive aggressiveness, innovativeness, pro-activeness and risk-taking 
(Lumpkin & Dess, 1996; Short et al., 2009).  
 
Small businesses that are not entrepreneurially orientated are unable to “sustain 
their vision or create a competitive advantage” (Raunch, Wiklund, Lumpkin & Frese 
2004:6). Raunch et al. (2004:6) assert that in today‟s business environment of 
rapid change and shortened product lifecycles, being entrepreneurially orientated 
has benefits for both new and existing businesses. 
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Carland, Hoy, Boulton and Carland (1984) state that just as not all small business 
owners are entrepreneurs, not all small businesses are entrepreneurially 
orientated. They categorise small businesses in terms of those with an 
entrepreneurial orientation and those with a „small business orientation‟ and 
suggest that most small businesses fall into the latter category. Runyan et al. 
(2008:570) describe a firm with a „small business orientation‟ as one which has a 
reduced preference for innovation and growth, and is mainly concerned with 
survival and „acceptable‟ business performance levels, rather than maximising 
performance. According to Muritala et al. (2012:18-22), small businesses which 
exhibit a „small business orientation‟ are not entrepreneurially orientated, which 
ultimately hinders their success, growth, development and ability to contribute 
positively to the economy. 
 
Several studies (Lotz & Van der Merwe 2010; Gurbuz & Aykol 2009; Short et al. 
2009) have shown that entrepreneurial orientation is positively related to, and 
increases, business performance. Despite the findings of these studies, Fairoz et 
al. (2010:134-140) report that few small businesses undertake activities that are 
entrepreneurially orientated. Many empirical studies (Hyunjoong 2012; Casillas et 
al. 2010; Simmons 2010; Wang 2008; Morgan & Hughes 2006) have highlighted 
the role of entrepreneurship in new venture formation, but few have investigated 
exactly how small businesses can leverage entrepreneurial orientation to achieve a 
higher level of performance and success (Smith & Seawright 2011; Beaver 2003). 
Therefore there is a need to clarify the nature of entrepreneurial orientation, and to 
investigate its influence on business success. This discussion is provided in 
Chapters 3 and 4. 
 
2.5 SUMMARY OF THE CHAPTER 
 
The main purpose of this chapter was to describe the nature and importance of 
small businesses. This was done by elaborating on the various descriptions and 
criteria used to define a small business, and by describing some of the advantages 
and disadvantages of these sized businesses. A small business was defined for 
the purposes of this study as „a business that is independently owned and 
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managed and that does not employ more than 50 full-time employees‟. The 
importance of small businesses was described in terms of the important 
contributions they make to economic growth, job creation and innovation, and 
alleviating poverty and inequality.  
 
The various challenges faced by small businesses were also discussed in this 
chapter. Major challenges faced by small businesses in the South African context 
are: a lack of access to adequate finance; a lack of business skills training; a lack 
of infrastructure and institutional support; the high cost of compliance; and a lack of 
entrepreneurial skills and orientation. The lack of entrepreneurial orientation was 
specifically highlighted, and it is this construct that forms the basis of discussion in 
Chapter 3. 
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CHAPTER 3 
 
ENTREPRENEURIAL ORIENTATION 
 
3.1 INTRODUCTION 
 
The focus of this study is on investigating the entrepreneurial orientation of small 
businesses in the Eastern Cape. According to Lotz and Van der Merwe (2010:131), 
entrepreneurial orientation is an important path to competitive advantage and 
improved performance for all types and sizes of businesses. It is therefore 
important that the nature of entrepreneurial orientation be discussed and 
understood. 
 
Chapter 2 dealt with the nature and importance of small businesses as well as the 
challenges they face. One of the major challenges identified was a lack of 
entrepreneurial orientation. In this chapter, the entrepreneurial concepts of 
corporate entrepreneurship, intrapreneurship and strategic renewal are first 
discussed. This is followed by a discussion on the nature of entrepreneurial 
orientation, as well as a description of the various dimensions of entrepreneurial 
orientation. A discussion on entrepreneurial orientation and small business 
performance will conclude the chapter. 
  
3.2 ENTREPRENEURIAL CONCEPTS 
 
In the entrepreneurship literature various concepts exist that describe the 
entrepreneurial activities of individuals and of organisations. Sharma and Chrisman 
(1999) have differentiated these activities on the basis of activities pursued by 
individuals and those pursued in the context of a business.  
 
At an individual level, entrepreneurship is described as the development 
and management of a business enterprise so as to make a profit through the 
pursuit of an opportunity (Shane & Venkataraman 2000). Entrepreneurship is a 
dynamic process of creating wealth through the establishment and management of 
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a business enterprise (Hisrich, Peters & Shepherd 2005:1). According to Bosch et 
al. (2011:90), entrepreneurship does not only involve starting up a new business, 
but rather “it is a way of thinking, reasoning and acting that is opportunity 
obsessed, holistic in approach, driven by strong and visionary leadership and that 
eventually leads to new business ventures”. Entrepreneurship is the process of 
creating something new, with value, by devoting the necessary time and effort, 
taking on financial and social risks, and receiving the resulting rewards of monetary 
and personal satisfaction and independence (Dryer, Gregerson & Christensen 
2008:317). 
 
Entrepreneurship manifests itself through an individual, the entrepreneur. An 
entrepreneur is a person who identifies opportunities to introduce new products or 
services, and coordinates the marketing and financing of the products and 
operations (Bosch et al. 2011:90). Hisrich et al. (2005:2) describe an entrepreneur 
as a person who combines the various factors of production to create increased 
value, and who also introduces change and innovation. Gedeon (2010:17) states 
that entrepreneurs move economic resources out of areas of low productivity, into 
areas of higher productivity, so as to obtain a higher return. An entrepreneur has to 
take on risks in terms of equity, time and career commitment, to be successful and 
add value (Bruyat & Julien 2010:167).  
 
Although a large amount of entrepreneurship research has focused on the 
individual level of analysis, researchers have increasingly begun to focus on 
entrepreneurship at the business level of analysis (Dess & Lumpkin 2005:147-
156). Entrepreneurship at the firm level is also referred to as „corporate 
entrepreneurship‟. Corporate entrepreneurship is the process whereby 
organisations create new business units or instigate renewal within that 
organisation (Gómez-Haro, Aragón-Correa & Cordón-Pozo 2011:1677-1693). As 
such, corporate entrepreneurship involves entrepreneurial behaviour within 
businesses. The main objective of corporate entrepreneurship is to create an 
environment within a business that motivates and encourages individuals to be 
innovative, proactive and autonomous (Mokaya 2012:133-134). Empirical studies 
have shown that encouraging corporate entrepreneurship can result in new 
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products, processes and systems being established, as well as improved business 
performance in terms of growth and profitability (Mokaya 2012:133-134).  
Corporate entrepreneurship is described as involving innovation, venturing, and 
strategic renewal (Zahra 1995). Based on this description, corporate 
entrepreneurship includes two distinctive and separate sets of entrepreneurial 
activities. The first set of activities involves the creation of new businesses within 
existing enterprises, also referred to as „internal corporate venturing‟ (Zajac, 
Golden & Shortell 1991) or intrapreneurship. The second set of activities relates to 
strategic renewal (Guth & Ginsberg 1990). These activities refer to efforts to renew 
or transform an organisation‟s strategy and structure.  Although strategic renewal is 
often perceived to be the same concept as „intrapreneurship‟, the two concepts 
differ in terms of the level at which they are observed. 
 
Internal corporate venturing or intrapreneurship occurs at the individual level, and 
involves the proactive activities of individual employees within existing businesses. 
Because it occurs at the individual level, intrapreneurship is referred to as a 
„bottom-up process‟. Intrapreneurs are special types of entrepreneurs, and share 
many of the same traits, such as taking the initiative, and pursuing opportunities. 
(Morgan & Hughes 2006).  With the business environment constantly evolving, 
enterprises are continuously searching for methods to make their employees and 
businesses more entrepreneurial (Herbert & Brazeal 1999). Intrapreneurship is 
viewed as a possible method of making enterprises more entrepreneurial (Mokaya 
2012:138-134). When effectively promoted, intrapreneurship not only fosters 
innovation, but also helps employees with good ideas to better channel the 
resources of an enterprise, to develop more successful products (Morgan & 
Hughes 2006).   
 
Strategic renewal is usually described as a „firm-level concept‟ and refers to a „top-
down process‟ to foster workforce initiatives and efforts to innovate and develop  
new business (Morgan & Hughes 2006). „Strategic renewal‟ refers to the creation 
of new wealth through new combinations of resources within organisations. 
„Renewal‟ involves refreshing a business‟s operations by changing the scope and 
approach of the enterprise and building, and acquiring new capabilities. Therefore, 
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Zahra, Neubaum and Huse (2000) refer to strategic renewal as a type of 
innovation.   
 
„Strategic renewal activities‟ are efforts to renew or transform an organisation‟s 
strategy and structure. Although new businesses are not created, strategic renewal 
usually involves innovation and creativity (Azriel & Braxeal 2003).  
 
According to Kaya and Ağca (2003:10), the various dimensions of corporate 
entrepreneurship are closely related to the various dimensions of entrepreneurial 
orientation. For example, innovation is related to product, service and process 
innovativeness, risk-taking is related to new business venturing, and pro-
activeness is related to self-renewal and strategic renewal. These dimensions of 
corporate entrepreneurship are therefore synonymous with those of 
entrepreneurial orientation. In the sections to follow, the nature of entrepreneurial 
orientation, as well as the various dimensions thereof, will be described. 
 
3.3 THE NATURE OF ENTREPRENEURIAL ORIENTATION 
 
Entrepreneurial orientation should be differentiated from entrepreneurship. 
Entrepreneurship relates to new business formation, and is concerned primarily 
with the questions, "What business do we enter?" and "How do we make the new 
business succeed?" (Richard, Barnett, Dwyer & Chadwick 2004:258), whereas 
entrepreneurial orientation relates to a process that concerns the "methods, 
practices and decision-making styles that businesses use" (Lumpkin & Dess 
1996:136). Entrepreneurial orientation is taken from a strategic management 
perspective, and is concerned with the intentions and actions of the various 
stakeholders “functioning in a dynamic generative process" within a business 
(Lumpkin & Dess 1996:136). Being entrepreneurially orientated encourages the 
involvement of „multiple management levels‟ in the design and execution of 
entrepreneurial strategies (Callaghan & Venter 2011:37).  
 
Entrepreneurial orientation is primarily a firm-level construct that is closely linked to 
strategic management and the strategic decision-making process (Richard et al. 
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2004:257; Covin & Slevin 1991). It is said to consist of between three to five 
dimensions, which may vary independently, with each having a different influence 
on business performance (Simmons 2010:16-18; Lumpkin & Dess 1996). An 
enterprise can exhibit relatively high levels of one or more dimensions and, at the 
same time, relatively low levels of other dimensions. 
 
According to Miller (1983:771), a business‟s level of entrepreneurial orientation can 
be seen through the extent to which the enterprise innovates, takes risks and acts 
proactively. Miller (1983) specifically identified three dimensions, namely 
„innovativeness‟, „risk-taking‟, and „proactiveness‟ to characterise entrepreneurial 
orientation. Miller (1983) developed a scale to empirically measure these 
dimensions. He proposed that businesses which only imitate competitors‟ products 
or services should not be considered as risk-takers. He also stated that 
entrepreneurial organisations that are proactive in their strategic orientation quickly 
claim the status of first-mover advantage, meaning that they may create new 
markets through innovations. His original conceptualisation of the three-
dimensional entrepreneurial construct received much support from Covin and 
Slevin (1991), Covin and Slevin (1991), Lumpkin and Dess (1996).  
 
Covin and Slevin (1989) and Lumpkin and Dess (1996),  have subsequently 
extended and refined Miller‟s instrument to an easily administered five-item 
questionnaire, which retains the key elements and ideas originally conceived by 
Miller (1983). Lumpkin and Dess (1996) define entrepreneurial orientation as 
shown by a firm that exhibits five entrepreneurial behaviours, namely 
innovativeness, pro-activeness, risk-taking, competitive aggressiveness and 
autonomy.  Innovativeness is concerned with supporting and encouraging new 
ideas, as well as experimentation and creativity, which are likely to result in new 
products, services or processes (Miller 1983; Covin & Slevin 1989; Lumpkin & 
Dess 1996). Pro-activeness is concerned with „first-mover‟ and other actions aimed 
at seeking to secure and protect market share, as well as with a forward-looking 
perspective reflected in actions taken in anticipation of future demand (Miller 1983; 
Covin & Slevin 1989; Lumpkin & Dess 1996). A pro-active approach implies taking 
the initiative in an attempt to shape the environment to gain a competitive 
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advantage, and to anticipate competitors‟ movements and market needs (Lumpkin 
& Dess 1996). A risk-taking propensity denotes the willingness to make 
investments in projects that have uncertain outcomes (Lumpkin & Dess 1996). 
Wiklund (1998) has identified no fewer than twelve studies based on the 
instruments of Miller, Covin and Slevin.  
 
Based on the above, entrepreneurial orientation can be defined as “the dimensions 
of entrepreneurial behaviour along which an opportunity is pursued as measured 
through its level innovativeness, proactiveness, competitive aggressiveness, 
autonomy and risk-taking” (Callaghan 2009:31), these being the key dimensions of 
entrepreneurial orientation. 
 
3.4 THE DIMENSIONS OF ENTREPRENEURIAL ORIENTATION 
 
Entrepreneurial orientation has been described as consisting of five dimensions, 
namely Innovativeness, Pro-activeness, Risk-taking, Competitive aggressiveness 
and Autonomy. According to Lumpkin and Dess (1996), all five dimensions are 
essential to understanding the entrepreneurial process. Each dimension will be 
elaborated on in the sections that follow. 
 
3.4.1  INNOVATIVENESS 
 
The role of innovation in the entrepreneurial process was initially recognised by 
Schumpeter (1934), who was among the first who highlighted the creation, 
development and introduction of new products, processes and systems as an 
important part of enterprise development. Schumpeter (1934) described 
entrepreneurship as a “dynamic process of creative destruction” and believed that 
innovation could result in the introduction of new goods or services that would lead 
new firms to grow, and as a consequence, lead to the creation of wealth. Hence, 
innovation became one of the factors characterising entrepreneurship.  
 
Innovativeness can be described as a business‟s tendency to engage in and 
support new idea generation, novelty, experimentation and research, as well as 
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developmental activities (Lumpkin & Dess 1996:42; Covin & Slevin 1989). 
Innovativeness is also defined as “the ability of an organisation to adopt 
experimental ideas and creative processes that may result in the creation of new 
products, services or technological processes” (Gómez-Haro et al. 2011:1677-
1693; Salehi & Javadi 2009:7; Chang et al. 2007). Lumpkin, Wales and Ensley 
(2006) refer to innovativeness as the ability of an organisation to cultivate original 
or unique internal solutions and external offerings.  
 
Evidence of innovativeness occurs in three forms, namely product-market 
innovativeness, technological innovativeness and administrative innovativeness 
(Lumpkin et al. 2006). Product-market innovativeness includes market research, 
product design, and innovations in advertising and promotion. Technological 
innovativeness consists mainly of research and engineering efforts aimed at 
developing new products and processes. Administrative innovativeness refers to 
novelty in management systems, control techniques and organisational structure. 
(Lumpkin et al. 2006). Zahra, Jennings and Kuratko (1999) believe that innovation 
can take place both in the creation of new resources and in new ways of combining 
available resources. 
 
Xaba and Malindi (2010:77) suggest that entrepreneurial orientation causes 
change through innovativeness that is brought about by individuals who either 
generate or respond to „value-creating‟ opportunities in their businesses; and the 
combination of the two is crucial for the success and sustainability of firms in 
dynamic business environments (Botha & Nyanjom 2011:35). Innovativeness has 
been argued to represent a key concept of firm entrepreneurial behaviour (Covin & 
Miles 1999). According to Botha and Nyanjom (2011:35), the higher the level of 
innovativeness in a business, the higher the level of entrepreneurial orientation of 
that business will be.  
 
3.4.2  PRO-ACTIVENESS 
 
Pro-activeness is concerned with being the „first mover‟, as well as other actions 
aimed at seeking to secure and protect market share. Pro-activeness involves 
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having a future-orientated outlook which is seen in actions taken in anticipation of 
future demand (Casillas et al. 2010; Covin & Slevin 1989; Miller 1983). A pro-active 
approach involves taking the initiative, so as to gain a competitive advantage and 
to anticipate competitors‟ movements and market needs (Lumpkin & Dess 1996).  
 
Pro-activeness can be seen as the business‟s actions in anticipation of 
marketplace changes and needs which are brought about by the effective crafting 
of strategic vision or initiatives to pursue opportunities and growth (Short et al. 
2009:14). Thus, pro-activeness requires a desire and a willingness to think and 
initiate actions to answer future situations and threats. Pro-activeness is critical to 
entrepreneurial success because it suggests a forward-looking perspective that is 
accompanied by innovative activity. The importance of first mover advantages can 
be seen as a tool for exploiting an opportunity in the business environment that 
could lead to skimming high profits (Morgan & Hughes 2006:636). 
 
Pro-activeness involves not only recognising changes but also being willing to act 
on those changes ahead of the competition. Managers who practise pro-activeness 
have their eye on the future in a search for new possibilities of growth and 
development (Hyunjoong 2012:253). Such a forward-looking perspective is 
important for businesses that seek to be industry leaders (Gurbuz & Aykol 2009). 
Pro-activeness is especially effective at creating competitive advantage, because it 
puts competitors in the position of having to respond to successful initiatives. The 
benefit gained by firms that are the first to enter new markets, establish brand 
identity, implement administrative techniques, or adopt new operating technologies 
in an industry, is called „first mover advantage‟ (Lotz & Van der Merwe 2010).  
 
Various authors (Lotz & Van der Merwe 2010; Short et al. 2009; Gurbuz & Aykol 
2009) have identified several advantages that first movers have. First, industry 
pioneers, especially in new industries, often capture unusually high prof its because 
there are no competitors to drive prices down. Second, first movers who establish 
brand recognition are usually able to retain their image and hold on to the market 
share gains they earned by being first. Sometimes these benefits also accrue to 
other early movers in an industry. Generally speaking, first movers have an 
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advantage that can be sustained until firms enter the maturity phase of an 
industry‟s life cycle (Lotz & Van der Merwe 2010; Short et al. 2009; Gurbuz & Aykol 
2009). It has also been observed that businesses which practice pro-activeness 
are associated with leadership in their industries (Callaghan & Venter 2011:31). 
 
3.4.3  RISK-TAKING 
 
The concept „risk‟ has various interpretations and diverse meanings, depending on 
the context in which it is being used (Fayolle, Basso, & Legrain 2008). In an 
entrepreneurial context, risk-taking is defined as the “degree to which 
entrepreneurs are willing to make large and risky resource commitments which 
could have a reasonable chance of costly failure” (Hyunjoong 2012:252).  
 
Lumpkin and Dess (2001) refer to risk-taking as a firm‟s willingness to seize an 
opportunity even though the firm does not know whether the venture will be 
successful or not, and a firm‟s willingness to act boldly without knowing the 
consequences. Risk-taking is the degree to which managers are prepared to make 
resource commitments without knowing the consequences (Al-Swidi & Mahmood 
2011:31).  Similarly, Fairoz et al. (2010:36) describe risk-taking as the willingness 
of a business to participate in projects that are regarded as being risky. 
 
According to Pfeffer and Salancik (1998), there are three types of risk that 
enterprises face, namely business risk, financial risk and personal risk. Business 
risk-taking involves venturing into the unknown without knowing the probability of 
success. This is the risk associated with entering untested markets or committing 
to unproven technologies. Financial risk-taking occurs when a company borrows 
heavily or commits a large portion of its resources in order to grow. Risk in this 
context refers to the risk/return trade-off that is common in financial analysis. 
Personal risk-taking refers to the risks that a business owner assumes when taking 
a stand in favour of a strategic course of action. Business owners who take such 
risks stand to influence the course of their whole enterprise, and their decisions 
can have significant implications for their careers.  
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According to Fayolle et al. (2008), small businesses in their start-up phase may be 
forced to rely heavily on calculated risk-taking in their strategy-making behaviour, 
as a means to overcome barriers to survival and growth. The barriers to a small 
business‟s survival and growth are mainly caused by the fact that most small 
businesses are lacking the resource base, operational efficiency and organisational 
stability that are normally observed in older, larger, more established enterprises 
(Fayolle et al. 2008; Pfeffer & Salancik 1998). 
 
According to Al-Swidi and Mahmood (2011:31), the inclination of entrepreneurs to 
accept a risk, is important to being entrepreneurially orientated. Entrepreneurially 
orientated businesses tend to take more calculated risks than those who are not, 
and therefore have a higher chance of success (Al-Swidi & Mahmood 2011:31). 
 
3.4.4  COMPETITIVE AGGRESSIVENESS 
 
„Competitive aggressiveness‟ refers to a business‟s tendency to “directly and 
intensely challenge its competitors to achieve entry or improve position to 
outperform industry rivals in the market place” (Lumpkin & Dess 1996:138). 
Ogunsiji and Kayode (2010:195) define competitive aggressiveness as a firm‟s 
capacity to be ahead of rivals at grasping every opportunity. Competitive 
aggressiveness reflects the intensity of a firm‟s efforts to outperform industry rivals, 
as seen by a combative posture and a forceful response to competitors‟ actions. 
 
Dess and Lumpkin (2003:408) argue that competitive aggressiveness reflects a 
willingness to be unconventional rather than relying on traditional methods of 
competing. Porter (1985) outlined a number of common offensive strategies for 
achieving and maintaining a competitive advantage. Businesses might lower prices 
and sacrifice profitability to gain an increased market share, or spend aggressively 
to obtain manufacturing capacity. As an avenue of business development and 
growth, competitive aggressiveness may involve being very assertive in leveraging 
the results of other entrepreneurial activities such as innovativeness or pro-
activeness.  
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Strategic managers can use competitive aggressiveness to combat industry trends 
that threaten their survival or market position. Often, businesses are required to be 
forceful in defending the competitive position that has made them an industry 
leader. Small businesses have to adopt an aggressive mind-set to gain a 
competitive advantage by exploiting new technologies or serving new market 
needs (Dess & Lumpkin 2003:407-409). 
 
According to Zahra and Covin (1995), one of the ways competitively aggressive 
businesses enhance their entrepreneurial position is by entering markets using 
drastically lower prices. Smaller businesses often fear the entry of resource-rich 
large businesses into their marketplace, as these larger businesses usually have 
deep pockets, and can afford to cut prices without being seriously damaged by an 
extended period of narrow margins.  
 
Another practice that businesses use to overcome their competition involves 
making re-announcements of new products or technologies. This type of signalling 
is aimed not only at potential customers but also at competitors, to see how they 
will react (Gurbuz & Aykol 2009:321-336). 
 
3.4.5  AUTONOMY 
 
Autonomy refers to “the independent action of an individual or a team in bringing 
forth an idea or a vision and carrying it through to completion” (Lumpkin & Dess, 
1996:136). In another words, it is a freedom to articulate and work on one‟s own 
initiative or convictions (Ogunsiji & Kayode 2010). This dimension of 
entrepreneurial orientation is key to allowing the other four dimensions to have an 
impact on the success of the business; however, it is often very difficult to measure 
(Gurbuz & Aykol 2009).   
 
If autonomy is to be adopted by business enterprises, the process involves 
promoting and encouraging entrepreneurial activity within the business as well as 
nurturing independent thought within the firm (Raunch et al. 2009). Autonomy 
allows individuals to be independent and to freely make crucial decisions, generate 
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new ideas and fully implement them. Autonomy brings innovative ideas into an 
organisation. For autonomy to function, incentive programmes need to be created 
to reward independent thought and autonomous decision-making (Lumpkin & Dess 
2005:150).   
 
Autonomy is not limited to the individuals within the firm, but can include all 
stakeholders (Zellweger et al 2011:138). Autonomy makes employees feel trusted, 
which can also be a source of motivation. Motivated employees lead to increased 
performance. Callaghan and Venter (2011:31) emphasise that “a tendency toward 
independent and autonomous actions is a key component of entrepreneurial 
orientation”. 
 
3.5 ENTREPRENEURIAL ORIENTATION AND SMALL BUSINESS 
PERFORMANCE 
 
The future performance of a small business depends on its ability to maintain and 
improve its competitive position and adapt to its evolving market (McMurray & 
Chapman 2009:10). Entrepreneurial orientation has been associated with positive 
effects in relation to business performance and success (Callaghan & Venter 
2011:30). Tsai, MacMillan and Low (1991) suggest that the effect of 
entrepreneurial orientation on performance is long-term, rather than short-term in 
nature. There is reason to believe that the positive relationship between 
entrepreneurial orientation and business performance may be particularly strong 
among small businesses. It is suggested that smallness fosters flexibility and 
innovation, though it limits competitiveness in other strategic dimensions (Stam & 
Elfering 2008). 
 
According to Yu (2011:1741), small businesses that are innovative are more 
equipped to create and introduce new technologies and products, and can 
generate much higher levels of business performance. The innovative use of the 
factors of production in the pursuit of opportunities has become a necessity if a 
small business is to be successful (Botha & Nyanjom 2011:35). Being 
entrepreneurially orientated allows small businesses to pursue new opportunities 
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and to shift from existing technologies or practices, as well as being innovative in 
coming up with new methods and procedures.  
  
Pro-activeness gives firms the ability to present new products/services to the 
market ahead of competitors, which also gives them a competitive advantage 
(Gurbuz & Aykol 2009:321-336). According to Zahra and Covin (1995), businesses 
with a high level of pro-activeness can target niche market segments and set a 
trend in the market ahead of their competitors. These businesses monitor market 
changes and respond quickly, to take advantage of emerging opportunities.  
By introducing their products or services ahead of competitors, businesses can, if 
successful, establish industry standards. These actions should help first-movers to 
acquire sustained rather than temporary high performances (Zahra & Covin 1995). 
 
Risk-taking presents small businesses with opportunities to receive high returns 
from pursuing risky projects that in turn lead to high performance and gaining long-
term profit (Omar et al. 2012:2531). According to Wang and Poutziouris 
(2010:375), risk-seeking small businesses are in a better position to take hold of 
superior growth performance than risk-averse enterprises are. 
 
A more detailed discussion of the relationship between entrepreneurial orientation 
and the influence on performance or business success can be found in Chapter 4. 
 
3.6 SUMMARY OF THE CHAPTER 
 
In this chapter the concepts entrepreneurship, entrepreneur, corporate 
entrepreneurship, intrapreneurship and strategic renewal were introduced. The 
nature of entrepreneurial orientation was described as well as its five dimensions, 
namely innovativeness, pro-activeness, risk-taking, competitive aggressiveness 
and autonomy. Lastly, entrepreneurial orientation and small business performance 
was briefly highlighted. 
 
In Chapter 4, a theoretical framework of the five dimensions of entrepreneurial 
orientation and their influence on business success will be provided. 
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CHAPTER 4 
 
THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 
 
4.1 INTRODUCTION 
 
In Chapter 2 the nature and importance of small businesses were discussed and 
the various challenges they face described. Chapter 3 focused on entrepreneurial 
orientation and the various dimensions thereof. Against the theoretical background 
of Chapter 2 and 3, a theoretical framework of the five dimensions of 
entrepreneurial orientation and their influence on business success is proposed.  
 
This theoretical framework is presented in Chapter 4. The independent and 
dependent variables which form the basis of the framework, as well as the resulting 
hypothesised relationships and the literature supporting these relationships, will be 
discussed. In addition, hypotheses are formulated and empirically supported to test 
the relationships between selected demographic variables and the five dimensions 
of entrepreneurial orientation. 
 
4.2 THEORETICAL FRAMEWORK  
 
The primary objectives of this study were to establish the level of entrepreneurial 
orientation of small businesses in the Eastern Cape and to establish the influence 
of this orientation on business success. In order to achieve the second part of the 
primary objective, the following theoretical framework is proposed (see Figure 4.1).  
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Figure 4.1:  Proposed theoretical framework: Dimensions of 
entrepreneurial orientation influencing small business 
success 
 
 
 
From Figure 4.1 it can be observed that the five dimensions of entrepreneurial 
orientation identified in the literature (Lumpkin & Dess 1996; Miller 1983) serve as 
the independent variables, while Business success serves as the dependent 
variable. It is hypothesised that the existence of these five dimensions of 
entrepreneurial orientation among small businesses has a positive influence on 
their business success.  Evidence to support the hypothesised relationships will be 
presented in the paragraphs that follow. 
 
4.2.1 DEPENDENT VARIABLE: BUSINESS SUCCESS 
 
According to Acs, Glaeser, Litan and Fleming (2008:11-12), consensus does not 
exist on appropriate measures for small business performance (success). Earlier 
research has mainly focused on variables for which information is easy to gather 
(Cooper 1995). Several researchers advocate growth as the most important 
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performance measure for small businesses (Wiklund & Shepherd 2005:80; Brown, 
1996; Chandler & Hanks 1993; Tsai, MacMillan & Low 1991; Fombrun & Wally 
1989) Wiklund and Shepherd (2005:80) contend that growth as a measure of 
performance may be more accurate and accessible than accounting measures of 
financial performance. D'Souza and McDougal (1989) believe that sales growth is 
the best measure of growth. Sales growth reflects both short- and long-term 
changes in firms, and is easily obtainable. These authors, as well as Barkham, 
Gudgin, Hart and Hanvey (1996), maintain that entrepreneurs consider sales 
growth to be the most common indicator of good performance.  
 
An alternative view considers performance as being multidimensional in nature, 
and suggests that it is advantageous to integrate different dimensions of 
performance in empirical studies (Wiklund & Shepherd 2005:80; Cameron 1978; 
Lumpkin & Dess 1996). It is possible to regard financial performance and growth 
performance as different aspects of performance, as each will reveal important 
information (Zahra 2001). Therefore it can be inferred that taken together, growth 
and financial performance will give a richer description of the actual performance of 
a firm than each does separately.  
 
For the purpose of this study, business success will be measured in terms of both 
growth and financial indicators. Business success refers to the business 
experiencing growth in employee numbers, profits and turnover, as being profitable 
and financially secure, as well as achieving its financial and growth goals. 
 
4.2.2 INDEPENDENT VARIABLES: DIMENSIONS OF ENTREPRENEURIAL 
ORIENTATION 
 
Several studies (Lotz & Van der Merwe 2010; Gurbuz & Aykol 2009; Short et al. 
2009) have investigated the relationship between entrepreneurial orientation and 
Business success. The seminal studies (Lumpkin & Dess 1996; Covin & Slevin 
1989; Miller 1983) investigating entrepreneurial orientation made use of an overall 
measure of entrepreneurial orientation to show a relationship between 
entrepreneurial orientation and business performance. Raunch et al. (2009:767) 
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found 37 other studies that considered entrepreneurial orientation as a „one- 
dimensional‟ construct, while 14 more recent studies have viewed the concept of 
entrepreneurial orientation as a multidimensional construct.  
 
Viewing the concept of entrepreneurial orientation as one-dimensional means that 
the various dimensions of entrepreneurial orientation will affect business success 
in the same way, while viewing the concept as multidimensional involves analysing 
how the different dimensions individually relate to business performance (Lim 
2009:3921; Raunch et al. 2009:764,767). The majority of studies on 
entrepreneurial orientation focus on the relationship between entrepreneurial 
orientation as an integrated one-dimensional construct and overall business 
performance, while few studies focus on the individual dimensions of 
entrepreneurial orientation and their influence on business performance. 
   
Lotz and Van der Merwe (2010:131) report a positive relationship between 
entrepreneurial orientation and business performance, and conclude that 
entrepreneurial orientation plays an important part in the improved performance of 
a business. The thrust of the argument for the positive influence of entrepreneurial 
orientation on business performance is related to the first-mover advantages, and 
the tendency to take advantage of emerging opportunities implied by 
entrepreneurial orientation (Fairoz et al. 2010:138).   
 
According to Zahra and Covin (1995), businesses with a high level of 
entrepreneurial orientation can target niche market segments and set the trend in 
the market ahead of their competitors. These businesses monitor market changes 
and respond quickly to take advantage of emerging opportunities. Innovation keeps 
them ahead of their competitors, and as a result of this competitive 
advantage, financial results improve. Pro-activeness gives firms the ability to 
present new products/services to the market ahead of competitors, which also 
gives them a competitive advantage (Gurbuz & Aykol 2009: 321-336). Tsai et al. 
(1991) suggest that the influence of entrepreneurial orientation on performance is 
long-term, rather than short-term in nature. Proactive firms can introduce new 
goods and services ahead of their competitors. As first-movers they can control 
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access to the market by dominating distribution channels. Furthermore, by 
introducing their products or services ahead of competitors, businesses can, if 
successful, establish industry standards. These actions should help first-movers to 
acquire sustained rather than temporary high performances (Zahra & Covin 1995).  
 
Chye (2012:167-169) has found in his study that the association between 
entrepreneurial orientation and business performance is “significant in strength and 
positive in direction”. This leads the author to conclude that the entrepreneurial 
orientation-performance relationship is not only confirmed to be strongly significant, 
but is also tested to be sustainable over an extended period of time. Fatoki 
(2011:129) also observes a positive association between entrepreneurial 
orientation and the business performance of firms in South Africa and states that 
the adoption of entrepreneurially orientated activities can provide a method to 
reduce the weak performance and high failure rate of small businesses. 
 
Empirical evidence exists supporting a positive relationship between 
entrepreneurial activities in firms and financial performance (Morris & Sexton 
1996:8), and this relationship appears to continuously strengthen over time (Zahra 
1995:242). To cope with business challenges, organisations are increasingly 
turning to entrepreneurship as a means of innovation, growth and strategic renewal 
(Bhardwaj et al. 2007:131). Continuous innovation and an ability to compete 
effectively in international markets are two skills that are expected to increasingly 
influence performance in the 21st Century's global economy (Kuratko & Welsch 
2001: 347). 
 
Chye (2012:77) argues that most literature about entrepreneurial orientation and 
firm success is meant for larger enterprises or corporate entrepreneurship 
research. The author adds that there are “inadequate studies on the relationship 
between entrepreneurial orientation and the performance of small businesses”, 
particularly research on the impact of the individual dimensions, such as 
Innovativeness, Pro-activeness, and Risk-taking, on small business performance. 
Most studies view entrepreneurial orientation as a composite construct consisting 
of different independent but related dimensions (Casillas et al. 2010:28; Lumpkin & 
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Dess 1996).  This implies that a business can show high levels of entrepreneurial 
orientation in some dimensions but not necessarily in all of them (Casillas et al. 
2010:28) and each dimension of entrepreneurial orientation can be related to 
performance in a different way (Casillas et al. 2010:29). According to Casillas et 
al., (2010:29), this independence of the entrepreneurial orientation dimensions 
suggests the need to differentiate the dimensions and investigate them individually.  
 
When examining the results of studies done on the influence of individual 
dimensions of entrepreneurial orientation on business success, differences are 
seen as to which variables are found to be statistically significant by different 
researchers. Morgan and Hughes (2006:636) found that of the five dimensions, 
namely innovativeness, proactiveness, competitive aggressiveness, risk-taking and 
autonomy, only innovativeness and proactiveness had a significant influence on 
business performance. This finding led the authors to suggest that not all the 
entrepreneurial orientation dimensions will lead to an improvement in performance. 
Based on the results of their study among 200 small and medium-sized Finnish 
businesses, Soininen, Puumalainen, Sjögrén and Syrjä (2010:3-20) conclude that 
the more innovative and proactive the business is, the more successful it will 
become; while the more risk-taking activities it adopts, the lower the profitability of 
the business will be, except in a time of recession.  
 
Studies conducted by Lim (2009:3925-3926) found competitive aggressiveness to 
be the most significant dimension positively influencing business success. Wang 
(2008:12) observed innovativeness to be the most significant positive influential 
dimension on perceived business success relative to proactiveness and 
competitive aggressiveness. Casillas et al. (2010:38) also reported innovativeness 
to have a significantly positive influence on the growth performance of the 
businesses participating in their study. Simmons‟s (2010) results differed from 
those of Casillas et al. (2010), Lim (2009), Wang (2008) and Morgan and Hughes 
(2006).  He found risk-taking to be the most significant entrepreneurial orientation 
dimension influencing business success, while innovativeness, proactiveness and 
competitive aggressiveness were found to be statistically insignificant. 
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These differences in findings have led researchers (Hyunjoong 2012:253; 
Simmons 2010; Lim 2009; Wang 2008; Morgan & Hughes 2006; Lumpkin & Dess 
1996) to believe that the influence of the individual dimensions of entrepreneurial 
orientation on business success or business performance cannot be „universalistic‟ 
and that a multidimensional approach appears to be more realistic. It is for this 
reason that in the present study, entrepreneurial orientation is viewed as a 
multidimensional construct, and the influence of each dimension on the dependent 
variable is individually investigated. 
 
Against this background, the following directional hypotheses have been 
formulated to test the relationships proposed in the theoretical framework: 
 
H1:  There is a positive relationship between the level of Innovativeness and 
Business success. 
 
H2:  There is a positive relationship between the level of Pro-activeness and 
Business success. 
 
H3:  There is a positive relationship between the level of Risk-taking and 
Business success. 
 
H4:  There is a positive relationship between the level of Competitive 
aggressiveness and Business success. 
 
H5: There is a positive relationship between the level of Autonomy and 
Business success.  
 
4.3  ENTREPRENEURIAL ORIENTATION AND DEMOGRAPHIC 
FACTORS 
 
Although the primary objectives of this study are to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape, and to 
establish the influence of this orientation on business success, the influence of 
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selected demographic variables on the entrepreneurial orientation of these small 
businesses will also be investigated. Demographics relating to the business owner 
as well as the business itself will be considered and discussed in the sections to 
follow. 
 
4.3.1 TENURE OF THE SMALL BUSINESS 
 
The relationship between the age of a business and its level of entrepreneurial 
orientation still remains vague. According to Quin and Cameron (1983), the criteria 
and methods needed for increased business performance change as the business 
gets older. This implies that the strategies needed to ensure that a business is 
successful are different at different stages of the business‟s lifespan.  
 
Research generally indicates that an enterprise‟s ability to be innovative tends to 
decrease as the business grows older (Lumpkin et al. 2006:1; Raunch et al. 2004; 
Thornhill & Amit 2003). However, Sorensen and Stuart (2000) state that as 
businesses age, they tend to develop innovative strategies which build upon or 
exploit their existing competencies, rather than exploring new opportunities. 
Businesses tend to repeat past strategies which have proved successful (Miller & 
Chen 1994) and rely heavily upon their past competitive strengths. Therefore it can 
be said that as businesses age, they are not necessarily being more innovative in 
terms of coming up with new methods, products or processes. Instead, they are 
perfecting existing ideas and strategies, using their particular competencies and 
experience. 
 
The level of intensity with which an enterprise confronts its market rivals may 
depend upon its age. Several reasons are given for this. Firstly, competitively 
aggressive actions tend to require resources (Lumpkin & Dess 2001). The ability of 
a new business to sustain an aggressive posture relative to market competitors 
may be difficult owing to a lack of resource reserves. Secondly, firms tend to 
engage in competitively aggressive behaviour as a means to defend their already 
accumulated resource bases (Lumpkin & Dess 2001). Therefore, businesses in the 
start-up phase may initially be forced to craft their limited resources into 
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competitive capabilities before they are able to compete aggressively (Simmons 
2010). 
 
With regard to risk-taking, Lumpkin et al. (2006:2) suggest that businesses in their 
early formative years are forced to rely on taking more calculated risks than firms 
who are more established. The authors add that it is likely that a business will 
benefit more from risk-taking in its early days than when it becomes more 
established. 
 
Lumpkin et al. (2006:2) are of the opinion that the age of a business has a 
significant impact on whether the benefits of being proactive can be experienced or 
not. New businesses are not normally in a position to influence trends in their 
environment. Lumpkin and Dess (1996) also stress that very young firms may 
exhibit dependency on innovativeness and risk-taking, whereas older and larger 
firms may require greater autonomy to achieve improved performance. While it is 
hypothesised that entrepreneurial orientation generally has a positive influence on 
business performance, it is still not clear whether this relationship is influenced by 
the age of the business. 
 
Against this background, the following hypotheses are subjected to empirical 
testing: 
 
H0a-0e: There is no relationship between the Tenure of the small business and 
entrepreneurial orientation, as measured by Innovativeness (H0a), Pro-
activeness (H0b), Risk-taking (H0c), Competitive aggressiveness (H0d) 
and Autonomy (H0e). 
 
H1a-1e: A relationship exists between the Tenure of the small business and 
entrepreneurial orientation, as measured by Innovativeness (H1a), Pro-
activeness (H1b), Risk-taking (H1c), Competitive aggressiveness (H1d) 
and Autonomy (H1e). 
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4.3.2 NUMBER OF EMPLOYEES  
 
Firm size is an indicator of „tangible resources‟ and can be represented in several 
ways, either by the number of employees or by the accounting value of the assets 
of the business (Audia & Greve 2006). The number of employees is used in 
several studies as an indicator of firm size (Casillas et al. 2010; Lim 2009; Wiklund 
& Shepherd 2005:82). There is reason to believe that the relationship between 
entrepreneurial orientation and business performance may be particularly strong 
among businesses with fewer employees. According to Simmons (2010:37-38), 
larger firms tend to face more internal constraints and red tape than smaller 
businesses, which can lead one to conclude that smaller firms are more likely to 
implement change quicker than their larger rivals. Since proactive behaviour 
requires that firms make quick changes, it would seem that smaller firms are able 
to initiate actions more quickly and be more proactive, whereas larger firms are not 
(Simmons 2010:38).  
 
It is suggested by Stam and Elfering (2008) that smallness fosters flexibility and 
innovation, though it limits competitiveness in other strategic dimensions. These 
limits occur because small businesses are usually more affected by resource 
constraints, which in turn prevent them from pursuing cost leadership or 
differentiation strategies (Porter 1999). Simmons (2010:48) suggests that the 
resource constraints facing smaller businesses lead to their having the intention to 
be innovative without the means to follow through, while larger firms are actually 
the ones with more resources to bring their intentions to a tangible result.  
 
According to Zahra and Covin (1995), one of the ways competitively aggressive 
firms enhance their position is by entering markets with drastically lower prices. 
Smaller firms often fear the entry of resource-enriched large firms into their 
marketplace as these larger firms usually have deep pockets, which give them the 
opportunity to cut prices without being seriously damaged by an extended period of 
narrow margins.  
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Runyan, Huddleston and Swinney (2006:471) found that the size of a firm also 
affects the risk-taking ability of the firm, because the larger the firm, the more 
resources it has at its disposal to undertake ‟high risk, high return‟ projects. 
Simmons (2010:51) observed in his study that as the number of employees of a 
firm increased past 267, the business would take relatively less risk. Simmons 
suggested that the reason for this observation is that once a firm reaches a 
predetermined aspiration point, it will be less likely to take risks to continue past 
that point. If it is assumed that firms aspire to grow, then firms will take risks that 
can result in growth until they are content with the size of the firm. At that point, the 
firm will be less likely to take risks, because the aspiration of firm growth has been 
achieved (Runyan et al. 2006:471-472). 
 
From the above it is clear that evidence exists to support the contention that size 
influences the entrepreneurial orientation of a business. Against this background, 
the following hypotheses are subjected to empirical testing: 
 
H0a-0e: There is no relationship between the Size of the small business and 
entrepreneurial orientation, as measured by Innovativeness (H0a), Pro-
activeness (H0b), Risk-taking (H0c), Competitive aggressiveness (H0d) 
and Autonomy (H0e). 
 
H1a-1e: A relationship exists between the Size of the small business and 
entrepreneurial orientation, as measured by Innovativeness (H1a), Pro-
activeness (H1b), Risk-taking (H1c), Competitive aggressiveness (H1d) 
and Autonomy (H1e). 
 
4.3.3 GENDER OF THE SMALL BUSINESS OWNER 
 
There is a great deal of debate as to whether the gender of a business owner 
affects their entrepreneurial orientation. Past literature (Sexton & Bowman-Upton 
1990; Buttner & Rosen 1988) has focused on explaining gender differences in 
entrepreneurship and entrepreneurial orientation, but has never come to one 
coherent conclusion. Various researchers (Kroeck et al. 2010; Sexton & Bowman-
 55 
 
Upton 1990; Grant 1988) have found that men are perceived to be more 
entrepreneurially orientated than women, and that this difference in entrepreneurial 
orientation has led to businesses run by men to be perceived as more successful 
than business run by women.  
 
Strohmeyer and Tonoyan (2005:259-273) conducted research on 3 000 female- 
and male-owned businesses in Germany, and observed that the female-owned 
businesses underperformed in terms of employment growth and firm 
innovativeness when compared to those owned by men. The authors believed that 
the lower employment growth in female-owned businesses was mainly due to 
women's lower commitment to „product and process innovations‟. They referred to 
this observation as the „female-male innovation gap‟. 
 
According to Tegels (2011:15), tolerance of ambiguity, self-esteem and self-
efficacy have an influence on risk-taking. Women tend to be more tolerant of 
ambiguity, which means that female business owners perceive less risk, and dare 
to make decisions. On the other hand, male business owners tend to have a higher 
self-esteem, which results in male entrepreneurs taking more risks because they 
believe in their abilities. Men also have higher self-efficacy than women, therefore 
male business owners tend to take higher risks in order to reach their goals. This 
makes it more likely for men to have a higher tendency towards risk-taking (Powell 
& Ansic 1996).  
 
Contrary to the general belief that males are more entrepreneurially orientated than 
females, research conducted by Runyan et al. (2006:455-477) among 467 small 
business owners revealed significant differences between males and females in 
their reported levels of entrepreneurial orientation. In particular, risk-taking and 
innovativeness were different between the genders. The researchers observed that 
the female business owners in their study tended to be more innovative and open 
to risk-taking than their male counterparts. Thus they concluded that female 
business owners were more entrepreneurially orientated than male business 
owners. A study conducted by Simmons (2010:41) also found that gender was a 
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statistically significant factor influencing proactiveness. Simmons concluded that if 
the business owner was a woman, the business would be more proactive. 
 
Ljunggren and Kolvereid (1996) also conducted studies on men and women in 
terms of their willingness to allow autonomy. In these studies, women scored 
significantly higher than men for autonomy. The researchers concluded that 
women were more willing than men to allow self-reliance and independence. With 
these conflicting views as to the significance and influence of gender on 
entrepreneurial orientation, there is a clear need for further investigation. Therefore 
the following hypotheses have been formulated and are subjected to empirical 
testing: 
 
H0a-0e: There is no relationship between the Gender of the small business 
owner and entrepreneurial orientation, as measured by Innovativeness 
(H0a), Pro-activeness (H0b), Risk-taking (H0c), Competitive 
aggressiveness (H0d) and Autonomy (H0e). 
 
H1a-1e: A relationship exists between the Gender of the small business owner 
and entrepreneurial orientation, as measured by Innovativeness (H1a), 
Pro-activeness (H1b), Risk-taking (H1c), Competitive aggressiveness 
(H1d) and Autonomy (H1e). 
 
4.3.4 TERTIARY EDUCATION LEVEL OF THE SMALL BUSINESS OWNER 
 
„Tertiary education‟ refers to the non-compulsory education provided through a 
specialist institution such as a college, polytechnic, technikon, or university 
(Campbell & Rozsnyai 2002). According to Charney, Libecup and Center (2000:5), 
individuals in possession of a tertiary qualification should be better equipped to act 
entrepreneurially than individuals who do not have such a qualification. The author 
suggests that there is evidence that education contributes to innovativeness and 
risk-taking as well as the formation of new ventures, stating that on average, 
graduates are three times more likely than non-graduates to start new business 
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ventures, create new products, and seek out risky projects that could possibly give 
a high return. 
 
Furthermore Charney et al. (2000:7) assert that education also promotes the 
transfer of technology from the university. They suggest that graduates are more 
likely to be innovative in businesses and adopt the use of modern technology, 
because the graduates are seemingly more knowledgeable on technological 
advancements than individuals without a tertiary qualification.  
 
Against this background, the following hypotheses are subjected to empirical 
testing: 
 
 
H0a-0e: There is no relationship between the Tertiary education level of the 
small business owner and entrepreneurial orientation, as measured by 
Innovativeness (H0a), Pro-activeness (H0b), Risk-taking (H0c), 
Competitive aggressiveness (H0d) and Autonomy (H0e). 
 
H1a-1e: A relationship exists between the Tertiary education level of the small 
business owner and entrepreneurial orientation, as measured by 
Innovativeness (H1a), Pro-activeness (H1b), Risk-taking (H1c), 
Competitive aggressiveness (H1d) and Autonomy (H1e). 
 
4.3.5 AGE OF THE SMALL BUSINESS OWNER 
 
According to Rogoff (2008:20-21), the age of a small business owner can affect 
their openness towards acting entrepreneurially. Several researchers (Rogoff 
2008; Lumpkin et al. 2006; O‟Shea, Allen, Chevalier & Roche 2005) have 
discovered that as business owners age, their willingness to adopt risk-taking 
projects diminishes significantly. A possible reason cited for this observation is that 
as owners become more experienced, they become more cautious as a result of 
previous experiences. This leads one to conclude that the older business owners 
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become, the more risk-averse they are, and the less like they are to act 
entrepreneurially in terms of risk taking. 
 
Simmons (2010:41) reports a significantly negative relationship between the age of 
business owners and their level of innovativeness. The author concluded that as 
the age of the business owner increases, innovativeness will decrease. 
 
Against this background, the following hypotheses are subjected to empirical 
testing: 
 
H0a-0e: There is no relationship between the Age of the small business owner 
and entrepreneurial orientation, as measured by Innovativeness (H0a), 
Pro-activeness (H0b), Risk-taking (H0c), Competitive aggressiveness 
(H0d) and Autonomy (H0e). 
 
H1a-1e: A relationship exists between the Age of the small business owner and 
entrepreneurial orientation, as measured by Innovativeness (H1a), Pro-
activeness (H1b), Risk-taking (H1c), Competitive aggressiveness (H1d) 
and Autonomy (H1e). 
 
4.4  SUMMARY OF THE CHAPTER 
 
A theoretical framework hypothesising the relationship between the five 
dimensions of entrepreneurial orientation and business success was proposed in 
this chapter. This theoretical framework was based on a review of entrepreneurial 
orientation literature. 
 
For the purpose of this study, entrepreneurial orientation was considered to be a 
multi-dimensional construct and was assessed in terms of five factors, namely 
Innovativeness, Pro-activeness, Risk-taking, Competitive aggressiveness and 
Autonomy. These five factors were categorised as the independent variables. It 
was hypothesised that the five independent variables would have a positive 
influence on the dependent variable, namely the level of Business success. 
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Empirical evidence from the entrepreneurial orientation literature was presented to 
support the relationships hypothesised. In addition, hypotheses were also 
formulated and empirically supported to test the relationships between selected 
demographic variables and the dimensions of entrepreneurial orientation under 
investigation in this study. 
 
In Chapter 5, the research methodology adopted in this study will be presented. 
This will include a discussion on the population studied and the sampling 
technique, the data collection method, the design, reliability and validity of the 
measuring instrument, and the data analysis techniques applied.    
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CHAPTER 5 
 
RESEARCH METHODOLOGY 
 
5.1  INTRODUCTION  
 
Chapter 5 will discuss the research design and methodology adopted to collect and 
analyse the data needed to achieve the objectives of this study. The research 
design and methodology define the logical link between the initial questions of a 
study and the data that needs to be collected during the study, to clarify the 
questions to be answered. Research methodology can be regarded as a plan 
which guides the researcher from the initial questions or problem statement to the 
conclusions and recommendations made at the end (Jonker & Pennink 2010:12). 
In addition to discussing the research design and methodology adopted, the 
sample and sampling technique, the development and administration of the 
measuring instrument, the data collection techniques and the statistical analysis 
techniques employed will be identified and described.  
 
5.2   RESEARCH DESIGN 
 
„Research design‟ refers to the set of guidelines that are developed in order to 
address the research problem. The main function of this set of guidelines is to 
maximise the validity of the research by enabling the researcher to anticipate what 
the appropriate type of research will be, so that the research questions can be 
effectively addressed (Mouton 2009:107). A research design is a logical sequence 
that links the data that needs to be collected to the conclusions made to the 
primary research questions. According to Yin (2009:20), the research design 
should guide researchers, and more importantly, ensure that evidence found 
corresponds with primary research questions and objectives. The research design 
dictates the research methodology to be adopted in a study.  
 
In a research design, there are two types of research paradigms that can be 
followed, namely a phenomenological paradigm, which entails pursuing a 
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qualitative research approach, and a positivistic paradigm, which entails pursuing a 
quantitative research approach. 
 
Partington (2002:109) defines a qualitative/phenomenological research design as 
an approach in which the necessary data to be used in the study is collected in the 
form of words and observations, not numbers. Qualitative research is concerned 
with qualitative phenomena, often referred to as „motivation research‟ (Collins & 
Hussey 2003:10). Qualitative research includes interpretative techniques which 
seek to describe phenomena, and achieve an in-depth understanding of a situation 
(Cooper & Schindler 2006:196).  
 
Jackson (2012:92) states that positivistic/quantitative research is best described by 
the diagnostic approach to the generated data, and by the fact that analysis is 
always in numerical form. This approach is based on the measurement of amounts 
and is expressed in terms of quantities. Quantitative research determines the 
quantity of a phenomenon in the form of numbers. Table 5.1 summarises the 
differences between qualitative and quantitative research. 
 
Table 5.1: Differences between qualitative and quantitative research 
Qualitative Research Quantitative Research 
Research conducted in the natural 
setting of the respondent 
Research conducted in a controlled 
Setting 
Focused on the process of the research Focused on the outcome of the research 
Primary aim is to formulate 
comprehensive descriptions and 
understanding of actions and events 
Results are generalised to a theoretical 
Population 
Results are context-specific 
Results are generalised to a theoretical 
Population 
Inductive approach – generation of new 
hypotheses and theories 
Deductive approach – explanation of 
hypotheses and theories 
Subjective in nature Objective in nature 
(Source: Jackson 2012:86-90; Babbie & Mouton 2008:272-288; Neuman 2006:59) 
 
This study makes use of a quantitative research paradigm to achieve the research 
objectives. Quantitative research is used to determine the relationships among 
measured variables to “explain, predict and control phenomena” (Jonker & Pennink 
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2010:66-67; Leedly 1997:103-104). The aim of quantitative research is to 
determine the relationship between an independent variable and a dependent 
variable in a population (Sekaran & Bougie 2010:12). The end result of quantitative 
research is usually confirmation or disproving of the hypothesis being tested.  
Thomas (2003:1) suggests that quantitative methods “focus attention on 
measurements and amounts of characteristics displayed by people and events that 
the researcher studies.”  
 
The main benefit of adopting a quantitative approach is that it produces factual and 
reliable results to explain some phenomena. These results can usually be 
generalised to larger populations (Ruben & Babie 2012:40). Jonker and Pennink 
(2010:77-87) as well as Matveev (2002) highlight the following strengths and 
weaknesses of quantitative research:  
 
Strengths: 
 
 Clearly and precisely specifies both the dependent and independent 
variables; 
 Firmly follows an original set of research goals, arriving at objective 
conclusions; 
 Achieves high levels of reliability of gathered data, and minimises subjectivity 
of judgement. 
 
Weaknesses: 
 
 Fails to provide the researcher with information on the context of the situation 
where the studied phenomenon occurs; 
 An inability to control the environment in which the respondent provides the 
answers to the questions in the survey. 
 
In investigating the level of entrepreneurial orientation of small businesses in the 
Eastern Cape, the research method includes collecting and analysing data in a 
numerical form and investigating relationships between the dimensions of 
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entrepreneurial orientation (independent variables) and the levels of success of 
small businesses (dependent variable). For this reason, the quantitative approach 
to research was judged to be most suitable for this study. 
 
5.3  QUANTITATIVE TESTNG AND ANALYSIS 
 
Given that this study makes use of a positivistic (quantitative) research paradigm, 
the following section will elaborate on the quantitative research methods that were 
employed in the current study. 
 
5.3.1 POPULATION STUDIED 
 
Cooper and Schindler (2006:402) suggest that a population is the total collection of 
elements about which one wishes to make inferences. Attributes of the population 
in which one has an interest must be described in terms that are accurate and 
clear to those involved in the research project (Webb 2002:48). In order to define 
this population clearly, the following terms must be considered: 
 
 Element – the body concerned in the research, such as the person or factory; 
 Unit – the way in which access to the element is acquired; 
 Extent – the geographical boundaries where the research is to take place; 
 Time – the timeframe in which the research is to take place.   
 
It is important not to make the population definition too narrow or too broad, as this 
could lead to unwanted errors or biased results (Webb 2002:49). For this study, the 
population included all small business owners in the Eastern Cape region. The 
element concerns all small businesses, and the element was accessed via the 
owner of the small business (unit); the study included small businesses in the 
Eastern Cape region (extent) and it was conducted between February and May 
2011 (time). 
 
 
 
 64 
 
5.3.2 SAMPLE UNIT AND SAMPLING METHOD 
 
Now that the population has been identified, the sample to be used in this study will 
be discussed. A „sample‟ is a subset of a population, and should represent the 
main interest of the study (Hoy 2010:51; Hussey & Hussey 1997:55). Cooper and 
Schindler (2006:403) describe a sample as a smaller subset drawn from a larger 
population or group. It is the representative portion of the population that is 
selected for the study (Russell & Purcell 2009:174). Sampling is done in order 
increase data collection speed, lower the cost of collecting data, and to increase 
the availability of population elements (Hoy 2010:52).  
 
As mentioned previously, for the purposes of this study, all small business owners 
in the Eastern Cape region made up the population from which the sample was 
drawn. The sample consisted of small business owners in which the business had 
been in operation for at least one year; the business did not employ more than 50 
full-time employees; the respondent was the current owner of the business and 
was actively involved in the business. 
 
Restrictions of time, money and access made it impossible to survey every 
member of the population. A sampling technique should be used to allow for the 
collection of data from a subgroup from which generalisations can be made 
(Sekran & Bougie 2010:76). When selecting a sampling method, there are two 
main categories to choose from, namely probability sampling and non-probability 
sampling.  
 
According to Zikmund (2003:379), „probability sampling‟ refers to methods of 
selecting individuals to participate in a study where each member of the population 
has an equal (non-zero) chance of being selected. Probability sampling includes 
simple random sampling, systematic sampling, stratified sampling, cluster sampling 
and multistage area sampling, whereas non-probability sampling includes 
convenience sampling, judgement (purposive) sampling, quota sampling and 
snowball sampling (Zikmund 2003:384; Leedy & Ormrod 2005:199). Non-
probability sampling occurs where the basis of selection is personal judgement or 
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convenience, and the probability of an element in the population being selected is 
unknown (Lancaster 2005:149). 
 
In this study the non-probability sampling technique known as convenience 
sampling was used to select respondents. The use of this sampling technique 
meant that the probability of each member of the population being selected was 
unknown (Jackson 2012:99; Welman & Kruger 2005:36). Convenience sampling is 
used when the respondents for a study are simply selected because they are 
accessible or available, and when an alternative does not exist (Burns & Burns 
2008:203).  
 
According to Ruben and Babbie (2012:173), there are no rules regarding sample 
size when non-probability sampling techniques are used. The author suggests that 
the sample size depends on the research questions and objectives. Saunders et al. 
(2003:142) specifically state that the sample size is dependent on “what it is that 
needs to be found out, what will be useful, what will have credibility and what can 
be done with the available resources”. Welman and Kruger (2005:86) point out that 
a sample should never have fewer than 25 units and preferably more than 50, 
depending on the size of the population. David and Sutton (2004:135-136) make 
reference to a „rule of thumb‟ method when determining the sample size, namely 
that the sample size should never be fewer than 30 units.  
 
In quantitative studies a representative or good sample is one in which the results 
obtained for the sample can be taken to be true for the whole population – in other 
words, the researcher will be able to generalise from the results. For this reason 
and because of the need to conduct statistical analyses, a quantitative approach 
needs to be used with large samples (Hoy 2010:51; Hussey & Hussey 1997:55). 
As a result of the sampling technique and procedure implemented, the sample size 
for this study was 350 units. 
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5.3.3 METHOD OF DATA COLLECTION 
 
Surveys are a popular and common strategy to collect data in business and 
management research, and will be used in this study. A survey is defined as a 
„research technique‟ where information is collected from a sample of people by 
means of a questionnaire (Donald 2008:45). Saunders et al. (2003:47) state that 
“surveys allow the collection of a large amount of data from a sizeable population 
in a highly economical manner.” The data is often based on a questionnaire, where 
data is standardised, which allows for easy comparison (Saunders et al. 2003:47). 
 
The advantages of using a questionnaire to collect data are as follows: 
 
 It is less costly. 
 It can be completed at the respondent‟s convenience. 
 The respondent is assured of anonymity. 
 Questions are standard and are easy to analyse. 
 Respondents are not biased by the presence or opinion of the interviewer. 
 It is easy to access people at any location. 
 
Disadvantages of this method of collecting data are: 
 
 The lack of flexibility, as no explanation can be given if questions are not 
clear. 
 The response rate could be low. 
 Another person other than the intended participant may fill in the 
questionnaire. 
 Questions have to be simple and easy to understand. 
 The lack of representativeness because response rates may be low. 
 Incompleteness is a concern as certain questions may be left unanswered. 
 
In the present study, the researcher made use of a measuring instrument to collect 
the primary data from the sample group. Various aspects relating to the measuring 
instrument will be discussed in the sections to follow. 
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5.3.3.1  Measuring instrument development 
 
The measuring instrument used in this study consisted of a covering letter and 
three sections (see Annexure A). In the cover letter, an explanation of the purpose 
of the study and the type of information requested was provided. The cover letter 
also included a promise of confidentiality and instructions on how to complete and 
return the questionnaire. The survey was conducted under the name of a 
registered research centre at the Nelson Mandela Metropolitan University, namely 
the Unit of Applied Management Sciences.  
 
Sections A and B requested demographic information relating to both the 
respondents and their small businesses. The information requested concerning the 
respondent included his/her gender, ethnicity, age and education level. The 
information requested that related to the small businesses included the number of 
employees in the business, the nature of the small business, and the number of 
years in operation.   
 
Section C of the questionnaire consisted of 46 randomly sequenced statements 
assessing the dimensions of entrepreneurial orientation and business success. A 
5-point Likert-type scale was used, and each respondent was asked to indicate the 
extent to which he/she agreed with each statement. The 5-point Likert-type scale 
was understood as 1 = strongly disagree and 5 = strongly agree. 
 
5.3.3.2 Qualifying questions 
 
In order to ensure that all the respondents were eligible to take part in the study, 
Section B of the questionnaire contained a question which required them to confirm 
that they met the criteria for participating in this study, namely that their business 
had been in operation for at least one year, their business did not employ more 
than 50 full-time employees, that they were the current owner of the business, and 
that they were actively involved in the business. As mentioned in Chapter 1, for the 
purposes of the current study, the term „small business‟ referred to an enterprise 
that has been in operation for more than one year and that did not employ more 
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than 50 full-time employees. The qualifying question made it possible to minimise 
response error. 
 
5.3.3.3 Scale development and operationalisation 
 
„Operationalisation‟ is the process of defining a variable into a measurable factor. 
Operationalisation enables concepts to be measured “empirically and 
quantitatively” (Burns & Burns 2008:203). The variables investigated in this study 
were operationalised using reliable and valid items sourced from previous empirical 
studies as well as several self-formulated items. Where necessary, the items were 
contextualised to make them more suitable for the present study.  
 
In order to develop a scale to measure the dependent variable, Business success, 
previous studies (Farrington, Venter & Eybers 2011:14; Eybers 2010:134; 
Farrington 2009:340-343) were consulted. An 8-item scale was identified based on 
these previous studies. The items identified are presented in Table 5.2. The items 
were modified to contextualise them to the present study. In the present study, the 
dependent variable Business success will refer to the business experiencing 
growth in employee numbers, profits and turnover, as being profitable and 
financially secure, as well as achieving its financial and growth goals. 
 
Table 5.2:  Operationalisation of the dependent variable Business 
success 
Items Source 
1. My small business has experienced growth in turnover 
in the past three years. 
Farrington et al. 2011;  
Eybers 2010; 
Farrington 2009 
2. My small business has experienced growth in 
employee numbers in the past three years. 
3. My small business has experienced growth in profits in 
the past three years. 
4. My small business is achieving its planned growth rate. 
5. My small business can be regarded as successful. 
6. My small business is profitable. 
7. My small business is financially secure. 
8. My small business is achieving the financial goals that 
have been set for it. 
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An 8-item scale was constructed to measure the independent variable 
Innovativeness (see Table 5.3). The scale consists of three items developed by 
Lotz and Van der Merwe (2010) and two items developed by Short, Payne, 
Brigham, Lumpkin and Broberg (2009). The remaining three items were sourced 
from a study conducted by Lumpkin and Dess (1996). The wording of these eight 
items was adjusted slightly to make them more suitable for the present study. For 
the purposes of the current study, Innovativeness refers to emphasising 
technological leadership, innovation and continuous improvement; regularly 
making changes to and introducing new processes, products and services; 
encouraging creativity and experimentation; and continually pursuing new 
opportunities. 
 
Table 5.3: Operationalisation of the independent variable Innovativeness 
Items Source 
1. My small business has increased the number of 
services/products offered during the past two years. 
Lotz & Van der Merwe 2010 
2. My small business regularly introduces new 
services/products/processes. 
3. Over the past few years, changes in my small 
business‟s processes, services and product lines have 
been quite dramatic. 
4. In general, my small business favours a strong 
emphasis on research and development, technological 
leadership and innovativeness. 
Lumpkin & Dess 1996 
5. In the past few years, my small business has 
introduced many new lines of products and/or 
services. 
6. In the past few years, changes in my small business‟s 
products or service lines have been quite dramatic. 
7. The rate of innovation in my small business compared 
with the firm‟s direct competitors is good. 
Short et al. 2009 8. Experimentation and creativity to continuously come 
up with new products and/or processes is encouraged 
in my small business. 
 
A 7-item scale was constructed to measure the independent variable Pro-
activeness and is presented in Table 5.4. Five of the items were adopted from the 
study conducted by Lotz and Van der Merwe (2010). The remaining two items 
were sourced from Stam and Elfering (2008) and Quince and Whitaker (2003). In 
this study, Pro-activeness refers to continuously scanning the business 
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environment to identify future opportunities and future needs of customers; placing 
a strong emphasis on continuous improvement, and being the first among 
competitors to introduce new products or services, administrative techniques and 
operating technologies. 
 
Table 5.4: Operationalisation of the independent variable Pro-activeness 
Items Source 
1. My small business continuously monitors market 
trends and identifies future needs of customers.  
Lotz & Van der Merwe 2010 
2. My small business places a strong emphasis on 
continuous improvement in products/service 
delivery/processes. 
3. My small business continuously seeks out new 
products/ services /processes. 
4. My small business places a strong emphasis on new 
and innovative products/services/processes. 
5. My business is continually pursuing new 
opportunities. 
6. My small business is very often the first among 
competitors to introduce new products/services, 
administrative techniques and/or operating 
technologies when dealing with customers. 
Stam & Elfering 2008; 
 
Quince & Whitaker 2003 
7. My small business is continuously scanning the 
business environment to identify future opportunities. 
 
A 7-item scale was constructed to measure the independent variable Risk-taking 
and is presented in Table 5.5. Three items were sourced from the study of Lotz 
and Van der Merwe (2010). The remaining four items were sourced from Stam and 
Elfering (2008) and Baker and Sinkula (1999). In this study, Risk-taking is seen as 
a positive attribute, and refers to the business having a preference for, and a 
willingness to commit to high-risk high-return projects; undertaking bold and wide-
ranging acts; and encouraging calculated risk-taking when it comes to new ideas. 
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Table 5.5: Operationalisation of the independent variable Risk-taking 
Items Source 
1. The term „risk-taker‟ is considered a positive attribute 
for employees in my small business. 
Lotz &Van der Merwe 2010 
2. Employees in my small business are often 
encouraged to take calculated risks concerning new 
ideas. 
3. When confronted with uncertain decisions, my small 
business typically adopts a bold posture in order to 
maximise the probability of exploiting opportunities. 
4. My small business has a strong preference for high-
risk projects (with chances of very high return). 
Baker & Sinkula 1999 
5. Undertaking acts that are bold and wide-ranging are 
necessary to achieve the objectives of my small 
business. 
6. When not sure about a decision, my small business 
usually takes a very confident position to make the 
best use of any possible opportunity  
 
 
Stam & Elfering 2008 
 
7. My small business is willing to commit a relatively 
large portion of assets to pursue a high-risk high-
return project. 
 
In order to measure the independent variable Competitive aggressiveness, a 7-
item scale was developed based on the study of Lotz and Van der Merwe (2010), 
as well as that of Short et al. (2009). The various items are presented in Table 5.6. 
In this study, the independent variable Competitive aggressiveness refers to the 
strategies of the small business as being aggressive and intensely competitive; 
offensive in overcoming threats posed by competitors, and initiating actions to 
which competitors respond; striving for first-mover advantage, and being bold when 
facing uncertain situations and defending its market position. 
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Table 5.6: Operationalisation of the independent variable Competitive 
aggressiveness 
Items Source 
1. In dealing with competitors, my small business 
typically adopts a very competitive “outdo-the-
competitor” approach. 
Lotz & Van der Merwe 2010 
2. My small business is aggressive and intensely 
competitive. 
3. My small business typically initiates actions which 
competitors respond to. 
4. My small business effectively assumes an 
aggressive posture to combat industry trends that 
may threaten its survival or competitive position. 
5. My small business assumes an offensive combative 
posture to overcome threats posed by competitors. 
Short et al. (2009) 6. My small business devises strategies aimed at 
defending its market position. 
7. My small business strives to obtain the „first-mover‟ 
advantage. 
 
A 9-item scale was constructed to measure the independent variable Autonomy 
and is presented in Table 5.7. Seven items were sourced from the study by Lotz 
and Van der Merwe (2010). The remaining two items sourced were from the study 
of Lumpkin and Dess (1996). In this present study, Autonomy refers to allowing 
employees to work independently and without continual supervision, allowing them 
to make decisions and to be flexible and creative in finding solutions. 
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Table 5.7: Operationalisation of the independent variable Autonomy 
Items Source 
1. Employees in my small business are encouraged to 
manage their own work. 
Lotz & Van der Merwe 2010 
2. Employees in my small business have enough flexibility 
to resolve problems 
3. Employees in my small business have autonomy 
(independence) in doing their job.  
4. Employees in my small business do their job without 
continual supervision. 
5. Employees in my small business are allowed to be 
creative and try different methods to complete their job. 
6. Employees in my small business seldom have to follow 
the same work methods or steps while performing their 
day-to-day tasks. 
7. Employees in my small business are allowed to make 
decisions without going through elaborate justification 
and approval procedures. 
8. Employees in my small business have the ability to work 
independently when acting on an opportunity. 
Lumpkin & Dess 1996 
9. Employees in my small business often independently 
bring an opportunity from the idea stage to completion.  
 
5.3.4 ADMINISTRATION OF MEASURING INSTRUMENT  
 
As mentioned previously, small business owners were identified by means of the 
convenience sampling technique. The potential respondents were approached in 
person by field workers from the NMMU between the months of February 2011 and 
April 2011, and asked whether they would be willing to participate in the study. 
Respondents who agreed were given their questionnaire in person and asked to 
complete it by 30 April 2011. Completed questionnaires were then collected by the 
same fieldworker, and the data was captured in an Excel spread sheet. In total, 
350 questionnaires were distributed. 
 
5.3.5 MISSING DATA 
 
„Missing data‟ refers to data that is missing for some (but not all) variables and for 
some (but not all) cases (Allison 2003:72). The situation arises where questions in 
a survey are not completed either as a result of negligence, or the respondent not 
being willing to disclose the information. All the questionnaires returned by the 
respondents were examined for missing data. The examination revealed only a few 
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questionnaires that had missing information. Where the respondents concerned 
could not be contacted to obtain the outstanding information, the researcher made 
use of the mean-substitution approach to remedy the situation. The mean-
substitution approach replaces the values that are missing from a variable with a 
mean value that is calculated from all the valid responses for that variable (Hair et 
al. 2006:61). This mean-substitution approach is best suited to situations where the 
levels of missing values are relatively low, as was the case in the current study. 
 
5.3.6 METHOD OF ANALYSIS 
 
Once the primary data was collected, it was analysed using appropriate methods. 
„Data analysis‟ refers to the application of reasoning to clarify the data that has 
been gathered (Zikmund 2010:70).  It is a process where raw data which is directly 
indicated by the respondent is taken, edited, coded, filed and analysed. According 
to Jackson (2012:66), the integrity of the research results is determined by the 
validity and reliability of that piece of work, and as such, it is important that the 
work should conform to the requirements of validity and reliability. A brief 
discussion of these concepts and their relevance to the current study will be given 
in the sections to follow. In addition, the statistical techniques used to analyse the 
data will be elaborated on. The computer programmes Statistica version 10 and 
AMOS version 19 were used to perform the statistical analyses. 
 
5.3.6.1 Validity of the measuring instrument 
 
„Validity‟ can be referred to as the best available approximation of the truth of a 
given proposition, inference or conclusion (Trochim 2006). „The validity of a 
measuring instrument‟ refers to whether it has measured what it was intended to 
measure (Neuman 2006:188; Struwig & Stead 2001:130). In other words, it is 
concerned with the effectiveness and soundness of the measuring device. 
According to Jackson (2012:71-73), different types of validity exist, namely: 
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 Face validity, which refers to a situation where the questions are scrutinised 
to establish their relation to the subject under discussion. Thus validity 
ensures the appropriateness of questions. 
 Content validity, which is related to face validity and gauges the accuracy of 
the instrument in measuring the factors of concern to the study. 
 Construct validity, which refers to the degree to which the content of the study 
is measured by the questionnaire. 
 Criterion validity occurs when a performance measure is related to another 
measure that may be set as a standard against which to measure results. 
 External validity refers to the degree to which the conclusion reached in a 
study may be generalised. 
 Internal validity refers to the freedom from bias in formulating conclusions 
reached in a study that may be generalised. 
 
In this study, construct validity was the method of validity that was applied. 
„Construct validity' refers to the degree to which hypotheses that are created from 
theoretical concepts are measured and confirmed by the measuring instrument 
(Zikmund 2003:303). Construct validity relies on how well the results the 
researcher obtains when using the measuring instrument fit with theoretical 
expectations (Fabrigar & Wegener 2012:151; De Vaus 2001:30). It has been 
suggested that construct validity encompasses both criterion and content validity 
(Salkind 2010:324). 
 
An exploratory factor analysis was performed to assess the construct validity of the 
measuring instrument. Factor analysis is performed when the researcher has a set 
of variables and suspects that these variables are interrelated in a complex fashion 
(Fabrigar & Wegener 2012:2-4). Factor analysis is then used to untangle the linear 
relationships into their separate patterns (Zikmund 2003:586). Principal component 
analysis and Varimax raw were specified as the extraction and rotation method. 
The percentage variance explained and the factor loadings were considered when 
assessing the validity of the measuring instrument. According to Hair et al. 
(2010:689), factor loading readings of greater than 0.5 can be considered 
significant for a sample size of greater than 200. A detailed discussion on the 
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validity of the measuring instrument, based on the findings from the exploratory 
factor analyses, will follow in Chapter 6. 
 
5.3.6.2 Reliability of the measuring instrument 
 
Reliability differs from validity in that it measures the accuracy of results based on 
their consistency, as well as the probability that if the same research were 
conducted in the same setting, it would yield similar results (Jackson 2012:66-69; 
Zikmund, 2003:300). This means that apart from delivering accurate results, the 
measuring instrument must deliver similar results.  
 
Reliability has different estimates, namely stability, equivalence and internal 
consistency estimates. Stability is a characteristic of a measurement scale that 
provides consistent results with repeat measurements. Reliability through stability 
is administered twice to the same subjects over an interval of less than six months, 
and ensures that there is a correlation. Stability also deals with more difficult and 
observation studies that are not easily executed. (Cooper et al. 2007:323; Cooper 
& Schindler 2006:348; Leedy & Ormrod 2005:68). 
 
Equivalence is concerned with variation at one point in time among observers and 
sample of items. It ensures that there is consistency in the results that are repeated 
through measurement by the researcher. A good way to test equivalence is to 
compare the different scorings of the same event. In addition, equivalence allows 
for the parallel forms of the same test to be administered to the same respondent 
simultaneously. (Cooper et al. 2007:323; Cooper & Schindler 2006:348; Leedy & 
Omrod 2005:68). 
 
Internal consistency is based on the assumption that the individual items or 
indicators of a measurement scale should all measure the same construct, and 
therefore be highly correlated (Cooper et al. 2007:323; Cooper & Schindler 
2006:348:Leedy & Omrod 2005:68). Cronbach‟s alpha coefficients are commonly 
used to assess the internal reliability of a measuring instrument. According to 
George and Mallery (2003:231), a Cronbach‟s alpha coefficient that is greater than 
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0.90 indicates the reliability of a scale to be excellent, and a coefficient of greater 
than 0.80 indicates the reliability of a scale to be good. If the Cronbach‟s alpha 
coefficient is greater than 0.70, the reliability of the scale is considered acceptable ( 
2005:145; Nunnnally & Bernstein 1994). Cronbach‟s alpha coefficients that are 
below 0.60 indicate the reliability of a scale to be poor and unacceptable (George & 
Mallery 2003: 231). In this study, reliability was confirmed by calculating 
Cronbach‟s alpha coefficients, and coefficients of less than 0.7 were considered 
unacceptable. 
 
5.3.6.3 Descriptive statistics 
 
Descriptive statistics were calculated to summarise the data. According to Jackson 
(2010:216), descriptive statistics are used to organise and present numerical data 
in a more clear and concise manner. The construction of a frequency distribution is 
one of the most common ways of recording a set of data, and begins by recording 
the number of times a specific value of a variable occurs (Zikmund 2003:403). The 
descriptive statistics calculated in this study included the means, standard 
deviations and frequency distributions. The „mean‟ refers to the average of a set of 
numbers. In addition, the standard deviation is a statistic that indicates how tightly 
all the various examples are clustered around the mean in a set of data. The 
standard deviation is beneficial as it can help evaluate the worthiness of the 
studies at hand (Gravetter & Wallnau 2008:91). 
 
5.3.6.4 Pearson‟s product moment correlation 
 
Pearson‟s product moment correlations were used to assess the associations 
between the variables under investigation in this study. A „correlation coefficient‟ is 
a statistical measure of covariance or association between at least two variables 
(Zikmund et al. 2010:559). According to Choudhury (2009), the Pearson‟s product 
moment correlation coefficient illustrates the direction of the relationship between 
the variables, as well as the strength of the relationship between them. Pearson‟s 
product moment correlation is represented by the r. The correlation coefficient (r) is 
the sum of the products of the deviations of each score from the mean, divided by 
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N, times the product of the two standard deviations (Coldwell & Herbst 2004:93). 
Taylor (1990) provides the following guidelines for interpreting a correlation 
coefficient (r): 
 
  -1.0 to -0.5 Strong negative relationship; 
  -0.5 to -0.3 Moderate negative relationship; 
  -0.3 to -0.1 Weak negative relationship; 
  -0.1 to 0.1 No or very weak relationship 
  0.1 to 0.3 Weak positive relationship; 
  0.3 to 0.5 Moderate positive relationship;  
  0.5 to 1.0 Strong positive relationship. 
 
5.3.6.5 Structural equation modelling 
 
In order to assess the relationships hypothesised in this study, the main inferential 
statistical method adopted was that of Structural Equation Modelling (SEM). 
According to Schumack and Lomax (2010:2-7), SEM is a multivariate statistical 
technique for building and testing statistical models. It uses a technique that has 
features of factor analysis and multiple regression analysis, to estimate a series of 
interrelated dependence relationships at the same time (Cooper & Schindler 
2007:584). The main objective of a SEM analysis is to determine the extent to 
which the theoretical model is supported by the sample data (Schumack & Lomax 
2010:4). Owing to its ability to assess “multiple and interrelated dependence 
relationships simultaneously”, SEM is fast becoming a popular evaluation 
technique, and is now considered the dominant multivariate technique (Cooper & 
Schindler 2007:583; Hair et al. 2006:724). 
 
SEM presents a change from exploratory to confirmatory analysis because of its 
ability to comprehensively evaluate relationships (Hair et al. 2010; Schumack & 
Lomax 2010:7). SEM is also more suited to theory testing than theory 
development, as it encourages confirmatory modelling instead of exploratory 
modelling (Garson 2006; Hair et al. 2010.). SEM is a better technique for 
empirically testing a theoretical model than Multiple Regression because SEM 
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entails having the measurement model and the structural model in a single 
analysis (Hair et al. 2006:843). Therefore, SEM has been adopted to test the 
relationships hypothesised between the various independent and dependent 
variables in this study. 
 
For the current study, the theoretical framework showing the relationship between 
the dimensions of entrepreneurial orientation and small business success was 
presented in Chapter 4. An in-depth study of the existing literature and empirical 
findings provided the foundation for this theoretical framework. Based on the 
literature findings, hypotheses concerning the relationships between the variables 
in the framework and their potential influence on small business success were 
formulated.  
 
An exploratory factor analysis was conducted prior to undertaking the SEM 
analysis. This enabled the researcher to determine a factor structure that may 
account for the relationships with the observed data (Fabrigar & Wegner 2012:19-
22). Conducting an exploratory factor analysis first before conducting the SEM 
analysis enabled the researcher to have clear predictions about “the number of 
factors and the specific measures each factor would influence”, which according to 
Fabrigar and Wegener (2012:4)  is a very important prerequisite of SEM analysis.  
 
From the results of the EFA, a path diagram with the proposed causal relationships 
was constructed and converted into a set of structural equations and measurement 
models. According to Hair et al. (2010:664-665), structural equation models must 
be specified and evaluated using various goodness-of-fit indices. The goodness-of-
fit indices will show the degree to which the structural equation model fits the 
sample data. There are several goodness-of-fit indices that can be calculated, and 
indices from different categories should be calculated in order to reflect diverse 
criteria (Hair et al. 2010:672). The goodness-of-fit indices that were used in the 
current study are presented in Table 5.8. 
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Table 5.8:  Goodness-of-fit indices for Structural equation model 
Goodness-of-fit measure  Required Value Goodness-of-fit category 
 
Normed Chi-square 
(CMIN/DF) 
(χ2 /degrees of freedom)  
 
  
CMIN/DF< 3 indicates 
acceptable fit  
(Hair et al. 2006:748) 
 
 
Basic fit measure 
 
 
Root mean square error of 
approximation  
(RMSEA)  
< 0.05 indicates a very 
good/close fit  
(Adendorff 2004:435)  
0.10 < indicate acceptable 
models  
(Hair et al. 2006:748)  
 
 
Absolute fit measure: 
 
 
Comparative fit index (CFI)  
 
CFI > 0.9  
(Hair et al. 2006:748) 
 
 
Incremental fit index: 
 
(Source: Adapted from Farrington 2009:417 & Rootman 2011:266) 
 
Once the structural equation model has been evaluated using the various 
goodness-of-fit indices, if necessary, the proposed model must be modified in 
search of a better fit and a better understanding of the outcomes. The process of 
modifying the model requires that the researcher adds or deletes estimated 
parameters from the original model so as to improve the fit and obtain more 
credible results.  
 
However, it is important to note that a proposed structural model cannot only be 
supported by good model fit (Hair et al. 2006:758). It must also have parameter 
estimates that are statistically significant (Hair et al. 2006: 847). Therefore, once an 
acceptable model fit was obtained, as determined by SEM analysis, the estimated 
parameters that represented the various hypotheses were evaluated to see the 
extent that they were statistically significant and in the predicted direction, the 
results of which are discussed in Chapter 6 of this study. 
 
As part of the SEM process, the data was also subjected to a confirmatory factor 
analysis (CFA) to confirm the construct validity of the measuring instrument 
(Martínez-López, Gázquez-Abad & Sousa 2012:15-20). CFA seeks to determine if 
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“the number of factors loadings of measured variables conform to what is expected 
on the basis of evidence from literature” and is an integral part SEM analysis 
(Cooper & Schindler 2003:627).  
 
As mentioned previously, the items selected to be used in the questionnaire for this 
study were grouped together into five factors. These pre-selected factors will be 
used in the CFA process with the instruction that the items must load onto the five 
pre-selected factors. The purpose is to observe whether the loadings of the 
measured variables conform to what is expected, based on the literature overview 
on entrepreneurial orientation and business success. The factor loadings resulting 
from the CFA need to be interpreted in a similar way as those resulting from the 
EFA (Martínez-López et al. 2012:15-20). In CFA a finding that items have high 
factor loadings on the pre-selected factors indicates proof of convergent validity. 
Hair et al. (1998:111) have indicated that factor loadings of 0.50 or greater can be 
considered as practically significant. The results of this process will be discussed in 
detail in Chapter 6. 
 
5.3.6.6 Analysis of the influence of demographic variables 
 
Although the primary objectives of this study were to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape and to 
establish the influence of this orientation on business success, the influence of 
selected demographic variables on the entrepreneurial orientation of these small 
businesses was also investigated. Demographics relating to the business owner as 
well as the business itself were considered and analysed. In order to test this 
influence, an Analysis of Variance (ANOVA) was undertaken. An ANOVA is a 
statistical method for making comparisons between two or more means, so as to 
determine whether significant relationships exist between the variables (Thomas et 
al. 2010:168). This was done by analysing the ANOVA output to observe whether 
statistically significant differences between the group means existed. The results 
were reported in Chapter 6 of this study. 
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5.4  SUMMARY OF THE CHAPTER 
 
The purpose of this chapter was to describe the research design and methodology 
chosen for this study. The difference between a qualitative and quantitative 
research approach was described, and a quantitative approach was adopted for 
this study.   This was followed by a description of the population studied, as well as 
the sampling unit and sampling technique. The independent and dependent 
variables to be investigated in this study were operationalised, and the 
development and administration of the measuring instrument was explained. 
 
The statistical analysis undertaken to verify the validity and reliability of the 
measuring instrument was described. In addition, the Structural Equation Modelling 
(SEM) technique used to confirm the proposed theoretical framework was 
elaborated on. Lastly, the ANOVA used to assess the influence of the demographic 
variables on the independent variables was briefly discussed. In Chapter 6, the 
empirical findings of the study will be presented.   
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CHAPTER 6 
 
EMPIRICAL RESULTS 
 
6.1  INTRODUCTION 
 
In Chapter 5, an overview of the research design and methodology used in this 
study was presented. This overview highlighted several statistical techniques that 
were adopted to analyse the data collected in the empirical investigation. The 
results of these analyses will be presented in Chapter 6. Firstly, demographic 
information pertaining to respondents and their businesses will be summarised. 
Thereafter, the results relating to the validity and reliability of the measuring 
instrument will be presented. Based on these results, a revised theoretical 
framework is proposed and the hypotheses rephrased. 
 
Structural Equation Modelling (SEM) was the main technique adopted in the study, 
and the results of this analysis are presented in this chapter. Firstly, the structural 
model is presented and the goodness-of-fit indices thereof are discussed. 
Secondly, the validity of the measuring instrument was verified by considering the 
CFA as part of the SEM procedure. Thereafter, the hypothesised relationships 
were tested by assessing the estimates provided by the SEM analysis. Lastly, the 
results of the Analysis of Variance (ANOVA) are presented, which were used to 
establish the influence of selected demographic variables on entrepreneurial 
orientation. 
 
6.2 DEMOGRAPHIC INFORMATION 
 
Sections A and B of the questionnaire requested demographic information relating 
to the respondents and their small businesses. Demographic information pertaining 
to the individual respondent is summarised in Table 6.1, while information 
pertaining to the respondents‟ small bus iness is summarised in Table 6.2. 
 
 84 
 
From Table 6.1 it can be seen that the majority of the respondents who participated 
in the study were male (76.97%), while 23.03% were female. Most respondents 
were aged between 40 and 49 years (36.28%), followed by respondents between 
the ages of 50 and 59 years (25.24%) and between the ages of 30 and 39 years 
(24.59%). The majority of respondents (58.36%) were White, and 24.29% were 
Black. The remainder were Coloured (8.83%) and Asian (7.57%). Only 1% of the 
respondents were unwilling to disclose their ethnicity. Most of the respondents 
(66.25%) indicated that they were in possession of a post matric qualification, while 
33.75% indicated that they were not in possession of such a qualification. 
 
Table 6.1:  Demographic information pertaining to the respondents 
Gender Frequency Percentage 
Male 244 76.97 
Female 73 23.03 
Total 317 100.00 
Age Frequency Percentage 
0 - 19 years 1 0.32 
20 - 29 years 27 8.52 
30 - 39 years 77 24.29 
40 - 49 years 115 36.28 
50 - 59 years  80 25.24 
> 60 years 17 5.36 
Total 317 100.00 
Ethnicity Frequency Percentage 
Asian 24 7.57 
Black 77 24.29 
Coloured 28 8.83 
White 185 58.36 
Not willing to say 3 0.95 
Total 317 100.00 
Post Matric Qualification Frequency Percentage 
Yes 210 66.25 
No 107 33.75 
Total 317 100.00 
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From Table 6.2, it can be seen that a fairly even number of family (54.26%) and 
non-family-owned businesses (45.74%) participated in the study. The respondents‟ 
small businesses operated predominantly in the service (45.74%) and 
wholesale/retail (22.71%) industries.  
 
Table 6.2:   Demographic information pertaining to the small businesses 
Type of small business Frequency Percentage 
Family-owned business 172 54.26 
Non-family-owned business 145 45.74 
Total 317 100.00 
Nature of the small business Frequency Percentage 
Retailer and/or wholesaler 72 22.71 
Manufacturer 14 4.42 
Service industry 145 45.74 
Other 86 27.13 
Total 317 100.00 
Number of employees in the small business Frequency Percentage 
  1 – 4 81 25.55 
  5 – 10 120 37.85 
11 – 20 55 17.35 
21 – 30 29 9.15 
31 – 40 12 3.79 
41 – 50 20 6.31 
Total 317 100.00 
Tenure (number of years in operation)  Frequency Percentage 
1 - 3 years 71 22.40 
4 - 6 years 75 23.66 
7 - 10 years 46 14.51 
11 - 15 years 49 15.46 
16 - 25 years 52 16.40 
> 26 years 24 7.57 
Total 317 100.00 
 
The respondents were also requested to indicate how many people they employed 
in their small business. Most indicated having between 5 and 10 (37.85%) or, 
 86 
 
between 1 and 4 (25.55%) employees working in their business. Only 10% 
indicated that more than 30 employees worked in their business. With regard to the 
length of time that the respondents‟ businesses had been in operation, an average 
time period of 11.31 years was reported. The majority indicated that their business 
had been running for 10 years or less (60.57%). The remainder indicated that they 
had been in operation for between 11 and 25 years (31.86). Only 7.57% of 
respondents indicated that their businesses had been in operation for more than 25 
years.  
 
6.3 VALIDITY AND RELIABILITY OF THE MEASURING INSTRUMENT 
 
„Validity‟ refers to the ability of a measuring instrument to accurately measure what 
it is supposed to measure (Gaiser & Schreiner 2009:69; Zikmund 2003:302). In the 
present study, construct validity was the method of validity that was used. 
„Construct validity‟ refers to the degree to which hypotheses that are created from 
theoretical concepts are measured and confirmed by the measuring instrument 
(Zikmund 2003:303). In order to determine the construct validity of the measuring 
instrument used in this study, an exploratory factor analysis (EFA) was conducted.  
 
An EFA generates a number of factor loadings which are representative of the 
correlations between each variable and each factor. Items that measure similar 
characteristics will have a greater loading on one factor and lower loadings on 
another (Burns & Burns 2008:425,509). According to Hair et al. (2010:689), factor 
loading readings of greater than 0.5 can be considered significant for a sample size 
of greater than 200. For this study, only items that loaded onto a single factor and 
reported a loading of 0.5 or greater were considered significant. Only factors with 
two or more items measuring them were considered for further statistical analysis.  
 
Reliability is concerned with the uniformity, stability and credibility of the findings of 
a study (Gaiser & Schreiner 2009:7). The reliability of the measuring instrument 
used in this study was assessed through the calculation and analysis of 
Cronbach‟s alpha coefficients. Generally, it is accepted that Cronbach‟s alpha 
coefficients of 0.7 or higher provide evidence of a measuring scale that is reliable ( 
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2005:145; Nunnnally & Bernstein 1994). Therefore, for the purpose of this study, 
scales that reported Cronbach‟s alpha coefficients of 0.7 or greater were 
considered reliable. 
 
6.4 RESULTS OF THE VALIDITY AND RELIABILITY ANALYSIS 
 
To assess the validity of the measuring instrument, an exploratory factor analysis 
was undertaken. Principal component analysis and Varimax raw were specified as 
the extraction and rotation method. In determining the factors to extract, the 
percentage of variance explained and the individual factor loadings were taken into 
account. The factor structure (see Table 6.3) that emerged from the exploratory 
factor analysis explained 46.46% of the variance in the data.  
 
The reliability of the measuring instrument was assessed through the calculation 
and analysis of Cronbach‟s alpha coefficients. For the purpose of this study 
Cronbach‟s alpha coefficients of 0.7 ( 2005:145; George & Mallery 2003:231; 
Nunnnally & Bernstein 1994) indicated a scale to be reliable. In the sections to 
follow, the results of the validity and reliability tests for the scales measuring the 
dependent and the independent variables will be reported on.  
 
 
.  
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Table 6.3:  Factor structure  
 
Proactive and 
Innovativeness 
Business 
success 
Autonomy 
Competitive 
Aggressiveness 
Risk-
taking 
PRO3 0.7361 0.1253 0.1204 0.2030 0.0697 
PRO5 0.7302 0.0962 0.0661 0.1492 0.0070 
PRO2 0.6805 0.1443 0.0834 0.2060 -0.1476 
PRO4 0.6733 0.0791 0.1724 0.1235 0.1239 
INNO1 0.6500 0.1151 -0.0642 0.0856 0.0654 
INNO2 0.6277 0.0885 0.1646 0.1321 0.2444 
INNO8 0.5882 0.0391 0.2787 0.1825 0.2804 
PRO7 0.5814 0.1467 0.1741 0.3068 0.1691 
INNO5 0.5650 0.1555 0.1158 0.1294 0.2336 
SUCC6 -0.0105 0.8183 -0.0949 0.0624 0.0103 
SUCC5 0.2008 0.7765 0.1095 0.1239 0.0096 
SUCC8 0.0828 0.7684 0.1254 0.1314 0.1007 
SUCC7 0.1180 0.7590 0.1838 0.1009 -0.0332 
SUCC3 0.1057 0.6872 0.0562 0.0615 -0.0822 
SUCC1 0.0455 0.6448 0.0674 0.1482 -0.0741 
SUCC4 0.2563 0.5810 0.0755 -0.0045 0.1252 
AUTO2 0.0685 0.1860 0.7654 0.1128 0.1175 
AUTO8 0.0898 0.1278 0.7358 0.1371 0.2789 
AUTO1 0.2050 0.1098 0.7305 0.0217 0.0421 
AUTO3 0.0210 0.1138 0.6623 0.0467 -0.1579 
AUTO5 0.1819 -0.0468 0.6331 0.2042 0.1654 
AUTO9 0.3215 0.0345 0.5586 0.1014 0.2948 
AUTO4 0.1105 0.0817 0.5544 0.1136 -0.0952 
AUTO7 -0.1510 -0.1153 0.5493 -0.0477 -0.0525 
COMP1 0.1139 0.1212 0.0205 0.6761 -0.0046 
RISK3 0.1797 0.1482 0.1762 0.6655 0.1167 
COMP7 0.3559 0.0275 0.1381 0.6587 0.0236 
COMP6 0.2972 0.1853 0.1328 0.6362 0.1079 
COMP4 0.1520 0.1612 0.1612 0.5841 0.1956 
COMP5 0.1064 0.1174 0.0483 0.5680 0.1636 
COMP2 0.2732 0.2502 0.1244 0.5493 0.1685 
RISK7 0.0667 -0.0815 0.1331 0.1533 0.7478 
RISK4 0.1425 0.0568 0.1113 0.1011 0.7753 
RISK2 0.1729 -0.0453 0.0548 0.0508 0.5550 
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6.4.1 DEPENDENT VARIABLE 
 
6.4.1.1 Business success 
 
Eight items were developed to measure the dependent variable Business success. 
However, as can be seen in Table 6.3, only seven items loaded as expected. Item 
SUCC2 did not load. With regard to the items that did load, factor loadings of 
between 0.818 and 0.581 were reported, explaining 9.39% of the variance in the 
data. A Cronbach‟s alpha coefficient of 0.867 was reported for Business success. 
The validity and the reliability of the scale measuring the dependent variable in this 
study were thus confirmed. Given that SUCC2 did not load as expected, the 
operationalisation of Business success was adapted slightly, and for the purpose of 
this study, refers to the business experiencing growth in profits and turnover, being 
profitable and financially secure, and achieving its  financial goals and planned 
growth rate. 
 
Table 6.4:  Validity and Reliability of Business success 
% of Variance: 9.39 Cronbach’s alpha: 0.876 
Item Question 
Factor 
loading 
Item total 
corr. 
CA after 
deletion 
SUCC6 My small business is profitable. 0.818 0.652 0.859 
SUCC5 
My small business can be regarded as 
successful. 
0.776 0.657 0.860 
SUCC8 
My small business is achieving the 
financial goals that have been set for it. 
0.768 0.724 0.849 
SUCC7 My small business is financially secure. 0.759 0.619 0.862 
SUCC3 
My small business has experienced 
growth in profits in the past three years. 
0.687 0.695 0.853 
SUCC4 
My small business is achieving its 
planned growth rate. 
0.644 0.619 0.863 
SUCC1 
My small business has experienced 
growth in turnover in the past three 
years. 
0.581 0.667 0.857 
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6.4.2 INDEPENDENT VARIABLES 
 
6.4.2.1 Proactive innovativeness 
 
According to the literature (Lumpkin & Dess 1996; Covin & Slevin 1989; Miller 
1983:771) Innovativeness and Proactiveness are considered as two separate 
constructs measuring entrepreneurial orientation. These constructs were measured 
using 8 and 6 items respectively. However, the results of the factor analysis 
revealed that several of the items originally intended to measure these two 
separate construct loaded together onto one factor. Other studies (Piirala 2012:91-
92) have reported similar results where items measuring these two different 
constructs loaded together. This new construct will henceforth be referred to as 
Proactive innovativeness.  
 
Five of the six items measuring the original Pro-activeness construct (PRO7, 
PRO3, PRO5, PRO2, PRO4) loaded onto Proactive innovativeness, while 4 of the 
8 items measuring the original Innovativeness construct (INNO1, INNO2, INNO8, 
INNO5) also loaded onto Proactive innovativeness. Factor loadings of between 
0.736 and 0.565 were reported for this factor (see Table 6.5). Proactive 
innovativeness explains 12.26% of the variance in the data. Sufficient evidence of 
validity for this scale is thus provided. A Cronbach‟s alpha of coefficient of 0.887 
was reported, which indicates that the scale used to measure Proactive 
innovativeness was reliable.  
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Table 6.5:  Validity and Reliability of Proactive innovativeness 
% of Variance: 12.26 Cronbach’s alpha: 0.887 
Item Question 
Factor 
loading 
Item total 
corr. 
CA after 
deletion 
PRO3 
My small business continuously 
seeks out new products/ 
services/processes. 
0.736 0.753 0.866 
PRO5 
My business is continually pursuing 
new opportunities. 
0.730 0.612 0.877 
PRO2 
My small business places a strong 
emphasis on continuous 
improvement in products/service 
delivery/processes. 
0.681 0.571 0.881 
PRO4 
My small business places a strong 
emphasis on new and innovative 
products/services/processes. 
0.673 0.667 0.872 
INNO1 
My small business has increased the 
number of services/products offered 
during the past two years. 
0.650 0.623 0.876 
INNO2 
My small business regularly 
introduces new 
services/products/processes. 
0.628 0.706 0.869 
INNO8 
Experimentation and creativity to 
continuously come up with new 
products and/or processes is 
encouraged in my small business 
0.588 0.648 0.874 
PRO7 
My small business is continuously 
scanning the business environment 
to identify future opportunities. 
0.581 0.653 0.880 
INNO5 
In the past few years, my small 
business has introduced many new 
lines of products and/or services. 
0.565 0.568 0.873 
 
As a result of the factor analysis, the operationalisation of the factor Proactive 
innovativeness was reformulated, and for the purpose of this study refers to the 
business emphasising innovation and continuous improvement; regularly searching 
for, making changes to and introducing new processes, products and services; 
encouraging creativity and experimentation; and continuously searching for and 
pursuing new opportunities. 
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6.4.2.2 Autonomy 
 
Eight of the 9 items (AUTO2, AUTO8, AUTO1, AUTO3, AUTO5, AUTO9, AUTO4, 
AUTO7) intended to measure Autonomy loaded together as expected. The factor 
loadings for the items measuring this construct ranged between 0.765 and 0.549 
(see Table 6.6). Autonomy explained 9.66% of the variance in the data. The 
validity of Autonomy was thus confirmed. A Cronbach‟s alpha coefficient of 0.829 
was reported, which indicates that the scale used to measure Autonomy was 
reliable. 
 
Table 6.6:  Validity and Reliability of Autonomy 
% of Variance: 9.66 Cronbach’s alpha: 0.829 
Item Question Factor 
loading 
Item total 
correl. 
CA after 
deletion 
AUTO2 
Employees in my small business 
have enough flexibility to resolve 
problems 
0.765 0.682 0.793 
AUTO8 
Employees in my small business 
have the ability to work independently 
when acting on an opportunity. 
0.736 0.617 0.804 
AUTO1 
Employees in my small business are 
encouraged to manage their own 
work. 
0.731 0.671 0.793 
AUTO3 
Employees in my small business 
have autonomy (independence) in 
doing their job. 
0.662 0.517 0.814 
AUTO5 
Employees in my small business are 
allowed to be creative and try 
different methods to complete their 
job. 
0.633 0.579 0.805 
AUTO9 
Employees in my small business 
often independently bring an 
opportunity from the idea stage to 
completion. 
0.559 0.576 0.806 
AUTO4 
Employees in my small business do 
their job without continual 
supervision. 
0.554 0.492 0.817 
AUTO7 
Employees in my small business are 
allowed to make decisions without 
going through elaborate justification 
and approval procedures. 
0.549 0.386 0.839 
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Based on the results of the factor analysis, the operationalisation of Autonomy was 
adapted slightly and now refers to the business allowing employees to work 
independently and without continual supervision; to make decisions; and to be 
flexible and creative in finding solutions. 
 
6.4.2.3 Competitive aggressiveness 
 
Six of the 7 items (COMP1, COMP7, COMP6, COMP4, COMP5, COMP2) intended 
to measure Competitive aggressiveness loaded together as expected. The item 
RISK3 also loaded onto this construct. The factor loadings for Competitive 
aggressiveness ranged between 0.676 and 0.549, and this factor explained 8.73% 
of the variance of the data. A Cronbach‟s alpha coefficient of 0.826 was reported. 
The validity and reliability of the scale used to measure Competitive 
aggressiveness was thus confirmed.   
 
Table 6.7:  Validity and Reliability of Competitive aggressiveness 
% of Variance: 8.73 Cronbach’s alpha: 0.826 
Item Question 
Factor 
loading 
Item total 
correl. 
CA after 
deletion 
COMP1 
In dealing with competitors, my small 
business typically adopts a very 
competitive “outdo-the-competitor” 
approach. 
0.676 0.534 0.810 
RISK3 
When confronted with uncertain 
decisions, my small business typically 
adopts a bold posture in order to 
maximise the probability of exploiting 
opportunities. 
0.666 0.606 0.797 
COMP7 
My small business strives to obtain the 
“first-mover” advantage. 
0.659 0.607 0.798 
COMP6 
My small business devises strategies 
aimed at defending its market position. 
0.636 0.607 0.798 
COMP4 
My small business effectively assumes 
an aggressive posture to combat 
industry trends that may threaten its 
survival or competitive position. 
0.584 0.563 0.804 
COMP5 
My small business assumes an 
offensive combative posture to 
overcome threats posed by 
competitors. 
0.568 0.489 0.817 
COMP2 
My small business is aggressive and 
intensely competitive. 
0.549 0.607 0.796 
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For the purposes of this study, Competitive aggressiveness refers to the business 
being aggressive and intensely competitive; being offensive in overcoming threats 
posed by competitors, and initiating actions to which competitors respond; striving 
for first-mover advantage, and being bold when faced with potential opportunities. 
 
6.4.2.4 Risk-taking 
 
Of the 7 items originally intended to measure Risk-taking, 3 items (RISK7, RISK4, 
RISK2) loaded together as expected. As mentioned above, RISK3 loaded onto the 
Competitive aggressive construct. The remaining items (RISK1, RISK5, RISK6) did 
not load at all and were thus excluded from further analysis. The items measuring 
Risk-taking reported factor loadings of between 0.775 and 0.555 (see Table 6.8) 
and this factor explained 6.43% of the variance of the data. A Cronbach‟s alpha 
coefficient of 0.754 was reported. The scale measuring Risk-taking can thus be 
regarded as valid and reliable. 
 
Given that 3 of the 7 original items measuring Risk-taking did not load as expected, 
the operationalisation of Risk-taking was reformulated. For the purpose of this 
study Risk-taking refers to the business having a preference for and a willingness 
to commit to high-risk, high-return projects; and encouraging calculated risk-taking 
when it comes to new ideas. 
 
Table 6.8:  Validity and Reliability of Risk-taking 
 
% of Variance: 6.43 Cronbach’s alpha: 0.754 
Item Question 
Factor 
loading 
Item total 
correl. 
CA after 
deletion 
RISK4 
My small business has a strong 
preference for high-risk projects (with 
chances of very high return). 
0.775 0.678 0.555 
RISK7 
My small business is willing to commit 
a relatively large portion of assets to 
pursue a high-risk high-return project. 
0.748 0.627 0.619 
RISK2 
Employees in my small business are 
often encouraged to take calculated 
risks concerning new ideas. 
0.555 0.456 0.804 
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6.5 REVISED THEORETICAL FRAMEWORK AND HYPOTHESES 
 
As a result of the exploratory factor analysis, the original theoretical framework and 
hypotheses described in Chapter 4 were adjusted. The reformulated operational 
definitions of the factors that emerged are summarised in Table 6.9 and the revised 
theoretical framework depicted in Figure 6.1. These reformulated hypotheses are 
subjected to further empirical testing in this study. 
 
Table 6.9:  Revised operational definitions  
Factor Operationalisation 
Proactive 
innovativeness 
Refers to the business emphasising innovation and continuous 
improvement; regularly searching for, making changes to and 
introducing new processes, products and services; encouraging 
creativity and experimentation; and continuously searching for and 
pursuing new opportunities. 
Risk-taking 
Refers to the business having a preference for and a willingness to 
commit to high-risk, high-return projects, and encouraging risk-taking 
when it comes to new ideas. 
Competitive 
aggressiveness  
Refers to the business being aggressive and intensely competitive; 
being offensive in overcoming threats posed by competitors and 
initiating actions to which competitors respond; striving for first-mover 
advantage and being bold when faced with potential opportunities. 
Autonomy 
Refers to the business allowing employees to work independently and 
without continual supervision; to make decisions; and to be flexible 
and creative in finding solutions. 
Business 
success 
Refers to the business experiencing growth in profits and turnover, 
being profitable and financially secure, and achieving its planned 
financial goals and growth rate. 
 
 96 
 
Figure 6.1: Revised theoretical framework: Dimensions of entrepreneurial 
orientation influencing small business success.  
 
As can be seen in Figure 6.1, the five original independent variables identified in 
the literature as measures of entrepreneurial orientation have been reduced to 
four. This was as a result of two separate constructs combining into one. The 
dependent variable, Business success remains unchanged. The revised directional 
hypotheses to test the proposed relationships are listed below: 
H1:  There is a positive relationship between the level of Proactive 
innovativeness and Business success. 
 
H2:  There is a positive relationship between the level of Risk-taking and 
Business success. 
 
H3:  There is a positive relationship between the level of Competitive 
aggressiveness and Business success. 
 
H4: There is a positive relationship between the level of Autonomy and 
Business success.  
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6.6 EMPIRICAL RESULTS 
 
6.6.1 DESCRIPTIVE STATISTICS 
 
Descriptive statistics relating to the sample data were calculated, and are 
summarised in Table 6.10. Descriptive statistics calculated included the mean, 
standard deviation and frequency distributions. For the sake of brevity and for 
discussion purposes, response categories on the 5-point Likert type scale were 
categorised as Disagree (1.0-2.6), Neutral (2.7-3.4) and Agree (3.5-5.0), with 
Disagree corresponding with options 1 and 2 on the five-point Likert scale, Neutral 
corresponding with option 3, and Agree with options 4 and 5. 
 
Table 6.10:  Descriptive statistics of the dependent and independent 
variables  
 (N = 317) 
Factor  
Std. 
Dev. 
Disagree % Neutral % Agree % 
Proactive innovativeness 4.118 0.715 6.309 30.599 63.091 
Risk-taking 3.035 1.004 40.379 34.069 25.552 
Competitive aggressiveness 3.868 0.708 7.886 42.587 49.527 
Autonomy 3.716 0.787 14.196 41.009 44.795 
Business success 4.054 0.333 6.309 30.284 63.407 
 
With regard to the dependent variable Business success, a mean score of 4.054 
was observed. Most of the respondents (63.41%) agreed with the statements 
measuring Business success. The majority thus agreed that their business had 
experienced growth in profits and turnover, was profitable and financially secure, 
and was achieving its planned growth rate.  
 
Proactive innovativeness returned a mean score of 4.118. The majority of the 
respondents (63.09%) agreed with the statements measuring this factor. As such 
the majority of respondents agreed that in their business they emphasised 
x
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innovation and continuous improvement; they regularly sought out, made changes 
to and introduced new processes, products and services; encouraged creativity 
and experimentation; and they continuously sought for and pursued new 
opportunities.  
 
For Risk-taking a mean score of 3.035 was reported. Most of the respondents 
disagreed (40.38%) or were neutral (34.07%) with regard to the statements 
measuring Risk-taking. This implies that the majority of small business owners 
participating in this study disagreed or were neutral concerning having a 
preference for and a willingness to commit to high-risk, high-return projects; and 
encouraging risk-taking when it comes to new ideas. 
 
With regard to the factor Competitive aggressiveness, a mean score of 3.868 was 
reported. Most of the respondents agreed (49.53%) or were neutral (42.59%) when 
responding to the statements measuring Competitive aggressiveness. Only half of 
the respondents agreed that their business could be described as aggressive and 
intensely competitive; offensive in overcoming threats posed by competitors; 
initiating actions to which competitors respond; striving for first-mover advantage, 
and being bold when faced with potential opportunities. 
 
Autonomy returned a mean score of 3.716. Most respondents (44.80%) agreed 
with the statements measuring Autonomy. Slightly fewer (41.01%) respondents 
were neutral with regard to these statements. This finding suggests that the 
majority (55%) of respondents either disagreed or were neutral concerning their 
business allowing employees to work independently and without continual 
supervision; to make decisions; and to be flexible and creative in finding solutions. 
 
6.6.2 PEARSON‟S PRODUCT MOMENT CORRELATIONS 
 
As mentioned in Chapter 5, correlation tests are used to assess whether there is a 
relationship between two or more variables. The Pearson‟s Product Moment 
Correlation was carried out in this study for that purpose. According to Choudhury 
(2009), the Pearson‟s Product Moment Correlation coefficient will illustrate the 
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direction of relationship of the variables as well as the strength of the relationship 
between the variables. Choudhury (2009) provides the following guidelines for 
interpreting a correlation coefficient: 
 
 -1.0 to -0.5 Strong negative relationship; 
 -0.5 to -0.3 Moderate negative relationship; 
 -0.3 to -0.1 Weak negative relationship; 
 -0.1 to 0.1None or very weak relationship 
 0.1 to 0.3 Weak positive relationship; 
 0.3 to 0.5 Moderate positive relationship; and 
 0.5 to 0.1 Strong positive relationship. 
 
The correlation coefficients for this study are summarised in Table 6.11. 
 
Table 6.11:  Pearson’s moment correlation coefficients 
Factor 1 2 3 4 5 
1 Proactive innovativeness 1.000 0.359 0.572 0.390 0.333 
2 Autonomy 0.359 1.000 0.340 0.435 0.214 
3 Competitive aggressiveness 0.572 0.340 1.000 0.342 0.354 
4 Risk-taking 0.390 0.435 0.342 1.000 0.085 
5 Business success 0.333 0.214 0.354 0.085 1.000 
(Bold = p<0.05) 
 
From Table 6.11 it can be seen that the independent variables Proactive 
innovativeness (r = 0.333), Autonomy (r = 0.214) and Competitive aggressiveness 
(r = 0.354) are all significantly (p<0.05) and positively correlated with the 
dependent variable Business success. Although these positive correlations are 
significant, the r-values reported indicate moderate or weak associations between 
these independent variables and the dependent variable Business success. No 
significant correlation was reported between Risk-taking and Business success.  
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Furthermore, the findings show that the independent variables are all positively and 
significantly correlated with each other. The highest correlation was observed 
between Proactive innovativeness and Competitive aggressiveness with an r-value 
of 0.572 being returned. This r-value can be interpreted as representing a strong 
positive relationship between these two factors. The correlations between the other 
independent variables (except for Autonomy and Business success which reported 
a weak positive association), all reported r-values greater than 0.3 but less than 
0.5, indicating moderate positive associations between these variables.  
 
6.6.3 EMPIRICAL RESULTS OF STRUCTURAL EQUATION MODELLING  
 
As mentioned in Chapter 5, Structural Equation Modelling (SEM) was the major 
statistical technique used to assess the hypothesised relationships between the 
dimensions of entrepreneurial orientation investigated in this study and Business 
success. SEM is currently considered to be the leading multivariate technique in 
research (Hair, Anderson, Tatham & Black 2006:724). SEM is a multivariate 
statistical technique for building and testing statistical models. It is a hybrid 
technique that encompasses aspects of confirmatory factor analysis (CFA), path 
analysis and multiple regressions to estimate a series of interrelated dependence 
relationships simultaneously (Hair et al. 2006:705). 
 
SEM as a general linear model can simultaneously estimate relationships between 
multiple independent, intervening, dependent and latent variables (unobserved 
concepts that are not measured directly). Secondly, SEM can incorporate latent 
variables into the analysis and account for measurement errors in the estimation 
process (Cooper & Schindler 2007:583; Hair et al. 2006:711). As such, in contrast 
to other multivariate techniques, SEM allows for the assessment of measurement 
properties and the testing of important theoretical relationships with one technique 
(Hair et al. 2006:706). 
 
The results of the SEM analysis are discussed below. Firstly, the structural model 
is presented and its goodness-of-fit indices are discussed. Secondly the validity of 
the measuring instrument was verified by considering the CFA as part of the SEM 
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procedure. Lastly, the hypothesised relationships were tested by assessing the 
estimates provided by the SEM analysis. 
   
6.6.3.1 Structural model  
 
The SEM analysis produced the structural model depicted in Figure 6.2. The model 
estimates 5 parameters, 39 estimate variances and 6 covariances, as well as 38 
point estimates.  
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Figure 6.2:  Structural Model  
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6.6.3.2 Goodness-of-fit indices  
 
According to Hair et al. (2010:664-665), various goodness-of-fit indices are used to 
determine whether the pattern of variances in the data is consistent with the 
structural model specified by the researcher. Thus, goodness-of-fit indices 
determine the degree to which the structural equation model fits the sample data 
(Hair et al. 2010:664).  Different fit indices, such as the Satorra-Bentler scaled Chi-
square (χ2), the ratio of Chi-square to degrees of freedom (χ2/df) or normed Chi-
square, the Root Mean Square Error of Approximation (RMSEA), and the 90% 
confidence interval for RMSEA, were determined, to ascertain the degree to which 
the proposed model is an acceptable approximation of the data. It is recommended 
that at least three goodness-of-fit indices from different categories should be used 
in order to reflect diverse criteria (Hair et al. 2010:672). The criteria against which 
the fit indices for the model were evaluated are summarised in Table 6.13 to follow. 
 
Table 6.12:  Goodness-of-fit indices for Structural equation model 
Goodness-of-fit measure  Criteria  
Basic fit measure: 
 
Normed Chi-square (CMIN/DF) 
(χ2 /degrees of freedom)  
 
 
 
CMIN/DF< 3 indicates acceptable fit  
Absolute fit measure: 
 
Root mean square error of 
approximation  
(RMSEA)  
 
< 0.05 indicates a very good/close fit  
(Adendorff 2004:435)  
0.10 < indicate acceptable models (Hair 
et al. 2006:748)  
Incremental fit index: 
 
Comparative fit index (CFI)  
 
CFI > 0.9  
(Hair et al. 2006:753) 
Parsimony fit index: 
 
Parsimony goodness-of-fit index 
(PGFI)  
 
A better model has a higher PGFI  
(Hair et al. 2006:750) 
(Source: Adapted from Farrington 2009:417 and Rootman 2011:266) 
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In order to identify the goodness-of-fit indices, the model was examined to 
determine whether the measurement and structural model indicated an acceptable 
approximation of the data. The goodness-of-fit indices for the structural model 
portrayed in Figure 6.2 are reported in Table 6.13.  
From Table 6.13 it can be seen that a CMIN/DF value of less than 3 (2.473) was 
reported, which suggests that there is an acceptable fit between the data and the 
model. The RMSEA figure of 0.068 reported was between 0.05 and 0.08, which 
suggests a relatively good fit between the data and the model. Although the CFI 
value of 0.841 reported was lower than the recommended value of 0.9, it was close 
to this value. Therefore, although the model does not fit the data perfectly, based 
on the CMIN/DF and RMSEA fit indices it can be described as having an 
acceptable or reasonable fit. 
 
Table 6.13:  Goodness-of-fit indices for the structural model 
Goodness-of-fit criteria 
Sample size  317 
CMIN/DF 2.473 
Root mean square error of approximation 
(RMSEA)  
0.068 
(0.068 lower bound, 
0.073 upper bound) 
Expected cross-validation index (ECVI)  4.539 
Comparative Fit Index (CFI) 0.841 
 
6.6.3.3 Confirmatory factor analysis 
 
As mentioned above, SEM is a technique that encompasses aspects of 
confirmatory factor analysis (CFA) (Hair et al. 2006:705). Although the results of 
the EFA reported in Section 6.4 had already proved the scales measuring the 
factors under investigation to be valid, it was decided to confirm this analysis by 
means of the CFA component of SEM. The results of the CFA produced by the 
SEM analysis are summarised in Table 6.14. From Table 6.14 it can be seen that 
the items loaded onto the various factors as expected, and all reported factor 
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loadings of greater than 0.5. The results of the CFA thus confirm the results of the 
EFA reported in Section 6.4 
 
Table 6.14:   Factor loadings 
   Factor loadings 
PR3 <--- ProInn 0.803 
PR5 <--- ProInn 0.648 
PR2 <--- ProInn 0.611 
PR4 <--- ProInn 0.719 
PR7 <--- ProInn 0.627 
IN1 <--- ProInn 0.644 
IN2 <--- ProInn 0.743 
IN5 <--- ProInn 0.699 
IN8 <--- ProInn 0.698 
SU1 <--- Success 0.701 
SU3 <--- Success 0.726 
SU4 <--- Success 0.662 
SU5 <--- Success 0.730 
SU6 <--- Success 0.703 
SU7 <--- Success 0.694 
SU8 <--- Success 0.784 
RI3 <--- Comp 0.679 
CO7 <--- Comp 0.686 
CO6 <--- Comp 0.700 
CO5 <--- Comp 0.528 
CO4 <--- Comp 0.629 
CO2 <--- Comp 0.682 
CO1 <--- Comp 0.572 
AU9 <--- Auto 0.670 
AU8 <--- Auto 0.783 
AU7 <--- Auto 0.383 
AU5 <--- Auto 0.653 
AU4 <--- Auto 0.510 
AU3 <--- Auto 0.539 
AU2 <--- Auto 0.769 
AU1 <--- Auto 0.680 
RI7 <--- Risk 0.784 
RI4 <--- Risk 0.817 
RI2 <--- Risk 0.576 
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6.6.3.4 Hypothesised relationships 
 
As mentioned above, the hypothesised relationships between the dimensions of 
entrepreneurial orientation investigated in this study and the dependent variable 
Business success were established by means of the SEM analysis. The results of 
the SEM analysis are summarised in Table 6.15 (the parameter estimates and p-
values) and the model is depicted in Figure 6.2 (Structural model).  
 
Table 6.15:   Structural model parameter estimates and p-values 
 Estimate S.E. C.R. P 
Success < - - -  Proactive innovativeness 0.167 0.096 1.743 0.081* 
Success < - - - Competitive aggressiveness 0.372 0.113 3.292 *** 
Success < - - -  Risk Taking -0.133 0.058 -2.277 0.023** 
Success < - - - Autonomy 0.136 0.068 1.99 0.047** 
***p<0.001; **p<0.05; p<0.10 
 
It is evident from Table 6.15 that significant (p<0.1) relationships were reported 
between all the dimensions of entrepreneurial orientation (independent variables) 
and Business success. Except for Risk-taking, the estimated parameters are all 
positive.  
 
Although the relationship between Proactive innovativeness, and Business success 
is only significant at the 10% level (p=0.081), the finding is still considered to be of 
importance. Proactive innovativeness is reported to have a positive influence on 
Business success (estimate = 0.167; p <0.1). Support is thus found for hypothesis 
H1. This finding implies that the more a business emphasises innovation and 
continuous improvement; regularly searches for, makes changes to and introduces 
new processes, products and services; encourages creativity and experimentation; 
and continuously searches for and pursues new opportunities, the more likely the 
business is to be successful. This finding corresponds with that reported in 
previous studies (Fairoz et al. 2010; Lotz & Van der Merwe 2010; Lumpkin et al. 
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1996) that a positive relationship exists between both innovativeness and pro-
activeness, and business performance. 
 
Of the four dimensions of entrepreneurial orientation investigated in this study, 
Competitive aggressiveness reported the greatest influence on Business success 
(estimate = 0.372; p <0.001).  A significant positive relationship was reported. 
Support is thus found for hypothesis H3. The more the business acts aggressively 
and intensely competitively; is offensive in overcoming threats posed by 
competitors and initiates actions to which competitors respond; strives for first-
mover advantage and is bold when faced with potential opportunities, the more 
likely the business is to be successful. This finding corresponds with those reported 
in other studies (Lotz & Van der Merwe 2010; Short et al. 2009; Gurbuz & Aykol, 
2009). In particular, the afore-mentioned authors emphasise that the positive 
influence of Competitive aggressiveness on business performance is related to the 
first-mover advantages, the tendency to take advantage of emerging opportunities, 
and to actively respond to actions from competitors.  
 
The relationship observed between Risk-taking and Business success is significant 
at the 5% level (p=0.023) and is negative (estimate = -0.133). This finding implies 
that the less risk-taking activities a business participates in, the more likely the 
business is to be successful. As a result of the negative relationship between Risk-
taking and Business success, support is not found for hypothesis H2. This finding 
contradicts the findings of several researchers in the field (Lotz & Van der Merwe 
2010; Short et al. 2009; Gurbuz & Aykol 2009) but it does somewhat agree with 
those of Lumpkin et al. (2006), who argue that pursuing  “continuously high levels 
of risk-taking beyond the venture‟s early youth will become detrimental to the 
venture‟s performance.” 
 
Out of the four dimensions of entrepreneurial orientation investigated in this study 
Autonomy reported the lowest influence on Business success (estimate = 0.136; 
p=0.047). Despite this low estimate value, the finding is still considered to be 
important. Support is thus found for hypothesis H4. This finding implies that the 
more the business allows employees to work independently and without continual 
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supervision; to make decisions; and to be flexible and creative in finding solutions, 
the more likely the business is to be successful. This finding corresponds with the 
findings of several authors (Raunch et al. 2009; Lumpkin & Dess 2005:150) who 
also reported Autonomy as key to allowing the other dimensions of entrepreneurial 
orientation to have an impact on the success of the business.  
 
The results of the SEM analysis for the hypothesised relationships are summarised 
in Figure 6.3. 
 
Figure 6.3: Dimensions of entrepreneurial orientation influencing small 
business success.  
 
 
 
 
6.7   DEMOGRAPHIC VARIABLES AND ENTREPRENEURIAL 
ORIENTATION 
 
While the primary objectives of this study were to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape, and to 
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establish the influence of this orientation on business success, attention was also 
given to the investigating the influence of selected demographic variables on the 
entrepreneurial orientation of small businesses. In order to investigate the influence 
of these selected demographic variables on the entrepreneurial orientation of small 
businesses, the following null-hypotheses were formulated: 
 
H0a-0d: There is no relationship between demographic variables and 
entrepreneurial orientation, as measured by Proactive innovativeness 
(H0a), Risk-taking (H0b), Competitive aggressiveness (H0c) and Autonomy 
(H0d). 
 
H1a-1d: A relationship exists between demographic variables and 
entrepreneurial orientation, as measured by Proactive innovativeness 
(H1a), Risk-taking (H1b), Competitive aggressiveness (H1c) and Autonomy 
(H1d). 
 
In order to establish the influence exerted by selected demographic variables on 
the entrepreneurial orientation, an ANOVA was performed. The results of the 
analysis are presented and discussed in the sections that follow. 
 
6.7.1 RESULTS OF THE ANALYSIS OF VARIANCE (ANOVA) 
 
The influence of the following demographic variables (independent variables) on 
various dimensions of entrepreneurial orientation (dependent variables) was 
established, namely:  
 
 Tenure of the small business (the length of time for which the business has 
been operating);  
 Number of employees;  
 Gender of the small business owner;  
 Tertiary qualification (possession of a tertiary qualification); 
 Age of the small business owner; and   
 Ethnicity of the small business owner.  
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Table 6.16 portrays the results of the ANOVA between the demographic variables, 
Tenure of the small business, Number of employees, Gender of the small business 
owner, Tertiary qualification, Age and Ethnicity of the small business owner, and 
the Proactive Innovativeness of the small business. The results of the ANOVA 
show that the demographic variables Tenure, Gender, Tertiary qualification, Age 
and Ethnicity do not exert a significant influence on the Proactive innovativeness of 
the small business. However, a significant relationship did emerge between the 
demographic variable Number of employees and Proactive innovativeness 
(p<0.05). The mean score reported for the dimension Proactive innovativeness 
was higher in small businesses which had more than 40 employees ( = 4.217), 
than in small businesses where fewer than 10 people were employed ( = 4.061). 
This finding corresponds with Stam and Elfering (2008) who suggest that 
smallness limits pro-activeness and competitive aggressiveness. 
 
Table 6.16:  Influence of demographic variables on Proactive 
innovativeness 
Dependent variable: Proactive innovativeness 
Independent variables:  F-value Sig. (p) 
Tenure of the small business 0.826 0.3641 
Number of employees 4.857 0.0283 
Gender of the small business owner 0.910 0.3407 
Tertiary qualification 1.865 0.1731 
Age of the small business owner 2.505 0.0834 
Ethnicity of the small business owner 0.970 0.3254 
(Bold = p<0.05)  
 
Table 6.17 portrays the results of the ANOVA between the demographic variables 
and the Autonomy of the small business. The demographic variables Tenure, 
Number of employees, Gender, Age and Ethnicity did not exert a significant 
influence on the Autonomy of the small business. However, a significant 
x
x
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relationship did emerge between the demographic variable Tertiary qualification 
and Autonomy (p<0.05). The mean score for the dimension Autonomy is 
significantly higher in small businesses where the owner is in possession of a 
tertiary qualification ( = 3.781), than in small businesses where the owner is not (
= 3.590). In other words, the owner of a small business who has a tertiary 
education qualification is more likely to allow Autonomy within his/her business 
than an owner who does not possess a tertiary qualification. This finding concurs 
with Lumpkin and Dess (1996) who state that the higher the education level of the 
small business owners, the more likely they are to encourage autonomy within their 
small business. 
 
Table 6.17:  Influence of demographic variables on Autonomy 
Dependent variable: Autonomy 
Independent variables: F-value Sig. (p) 
Tenure of the small business 1.219 0.2705 
Number of employees 0.500 0.4800 
Gender of the small business owner 0.225 0.6359 
Tertiary qualification 4.108 0.0436 
Age of the small business owner 0.565 0.5687 
Ethnicity of the small business owner 1.739 0.1883 
(Bold = p<0.05)  
 
From Table 6.18 it can be seen that the demographic variables Tenure, Number of 
employees, Gender, Age and Tertiary qualification did not exert a significant 
influence on the Risk-taking of the small business. However, a significant 
relationship did emerge between the demographic variable Ethnicity and Risk-
taking (p<0.001). The mean scores reported for Risk-taking were higher in small 
businesses owned by people of colour ( = 3.306) than businesses owned by 
White respondents ( = 2.590). In other words, small business owners of colour 
are more likely to allow Risk-taking activities within their business than White small 
business owners would allow. 
x
x
x
x
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Table 6.18:  Influence of demographic variables on Risk-taking 
Dependent variable: Risk-taking 
Independent variables: F-value Sig. (p) 
Tenure of the small business 0.1154 0.7343 
Number of employees 0.0766 0.7821 
Gender of the small business owner 0.8871 0.3470 
Tertiary qualification 0.0000 1.0000 
Age of the small business owner 2.0943 0.1249 
Ethnicity of the small business owner 8.2483 0.0043 
(Bold = p<0.01) 
 
The results of the ANOVA (see Table 6.19) show that none of the demographic 
variables investigated in this study exerted a significant influence on the 
Competitive aggressiveness of the small business. This finding somewhat 
contradicts that of several authors (Bhardwaj et al. 2007:131; Dess et al.  2006; 
Lumpkin & Dess 1996) who suggest that the higher the number of employees and 
the longer the tenure of the business, the more likely the business is to be 
competitively aggressive. 
 
Table 6.19:  Influence of demographic variables on Competitive 
aggressiveness 
Dependent variable: Competitive aggressiveness 
Independent variables: F-value Sig. (p) 
Tenure of the small business 2.253 0.1344 
Number of employees 3.262 0.0718 
Gender of the small business owner 0.034 0.8533 
Tertiary qualification 2.306 0.1299 
Age of the small business owner 1.098 0.3348 
Ethnicity of the small business owner 0.131 0.7173 
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Against this background, the null-hypothesis stating that there is no relationship 
between demographic variables and entrepreneurial orientation, as measured by 
Proactive innovativeness, Autonomy, Risk-taking, and Competitive 
aggressiveness, is accepted for Tenure of the small business, Gender of the small 
business owner and Age of the small business owner. However, the null-
hypothesis is rejected for the variables Number of employees, Ethnicity of the small 
business owner and Tertiary qualification. 
 
6.8   SUMMARY OF THE CHAPTER 
 
In Chapter 6, the empirical results of the present study were presented. Firstly, the 
validity and reliability of the measuring instrument were evaluated and reported on. 
Four factors were identified as possibly having an influence on Business success. 
These factors were Proactive innovativeness, Competitive aggressiveness, Risk-
taking and Autonomy. As a result of the validity and reliability assessments, the 
theoretical framework was revised and the hypothesised relationships 
reformulated. 
 
The proposed theoretical framework of the factors influencing the level of Business 
success of small businesses was empirically tested, using Structural Equation 
Modelling (SEM). Several different fit indices were calculated to establish whether 
the proposed model represented an acceptable approximation of the data. The 
relationships identified by the SEM analysis were evaluated against the formulated 
hypotheses and the findings of previous research. To end the chapter, an ANOVA 
was conducted to measure the influence of selected demographic variables on the 
dimensions of entrepreneurial orientation investigated in this study. 
 
The final chapter, Chapter 7, will give a summary of the study. This will be followed 
by an interpretation of the empirical results presented in Chapter 6. Various 
recommendations for small businesses will be presented. Lastly, the contributions 
and limitations of the present study will be elaborated on, and recommendations for 
future research made. 
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CHAPTER 7 
 
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 
 
7.1  INTRODUCTION 
 
In Chapter 6, a presentation of the empirical results was provided. This chapter will 
firstly provide an overview of various chapters in this study. The most important 
findings will be presented and interpretations made. Thereafter, recommendations 
will be proposed and the contributions of the study will be outlined. Lastly, the 
limitations of the study will be discussed and recommendations for future research 
suggested. 
 
7.2  OVERVIEW OF THE RESEARCH 
 
In Chapter 1, the background to the study, the problem statement and the 
objectives of the study were given. In recent times there has been an increase in 
research devoted to the field of entrepreneurship, as well as a growing interest in 
the entrepreneurial orientation of small businesses, particularly in developing 
countries. However, conflicting views exist with regard to the relationship between 
entrepreneurial orientation and business success. By analysing the five dimensions 
of entrepreneurial orientation (Innovativeness, Pro-activeness, Risk-taking, 
Competitive aggressiveness and Autonomy), evidence was sought to determine 
whether small businesses in the Eastern Cape are entrepreneurially orientated, 
and whether entrepreneurial orientation has any influence on the success of the 
business.  
 
Therefore, the primary objective of the study was to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape, and to 
establish the influence of this orientation on business success. The following 
secondary objectives were formulated in order for the primary objective to be 
achieved: 
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a) To undertake a detailed theoretical investigation into the nature of 
entrepreneurial orientation and its importance to small businesses; 
 
b) To propose a theoretical framework hypothesising the relationships 
between the dimensions of entrepreneurial orientation and business 
success; 
 
c) To undertake an empirical investigation to test the hypothesised 
relationships;  
 
d) To empirically test the influence of selected demographic variables on 
the five dimensions of entrepreneurial orientation, as well as on 
business success; 
 
e) To put forward recommendations based on the empirical results of this 
study.  
 
A comprehensive literature study was carried out, as outlined in Chapters 2, 3 and 
4. As such the first secondary objective was achieved. 
 
In Chapter 2, the nature of small businesses was firstly discussed. A small 
business for the purpose of this study was defined as a business that has been 
operating for more than one year, employs fewer than 50 full-time employees, and 
has an owner who is actively involved in the management of the business. The 
importance of small businesses was highlighted in terms of the contributions they 
make both globally and nationally, specifically in terms of their contribution to a 
country‟s economic growth, development and stability. In addition, it has been 
found that small businesses absorb unemployment through job creation, and are 
major innovators in the business environment. The challenges that small 
businesses face were also identified. These challenges included a lack of access 
to adequate finance, a lack of business skills training, a lack of infrastructure and 
institutional support, the high cost of compliance, and a lack of entrepreneurial 
skills and orientation. Among these challenges, the lack of entrepreneurial 
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orientation was specifically highlighted as a major barrier to small business 
success.  
 
In Chapter 3, the nature of entrepreneurial orientation was explained. From the 
literature it was found that the concept entrepreneurial orientation was developed 
from the works of Miller (1983) and later modified by Covin and Slevin (1991) and 
Lumpkin and Dess (1996). Five dimensions that describe entrepreneurial 
orientation were identified, namely Innovativeness, Pro-activeness, Risk-taking, 
Competitive aggressiveness and Autonomy. Each dimension of entrepreneurial 
orientation was defined and explained.   
 
In Chapter 4, a theoretical framework was proposed which hypothesised that the 
existence of the five dimensions of entrepreneurial orientation among small 
businesses had a positive influence on their business success. Evidence to 
support the hypothesised relationships was also presented. The second secondary 
objective was thus achieved.  
 
The influence of selected demographic variables on the entrepreneurial orientation 
of small businesses was then discussed in the chapter. Hypotheses were also 
formulated and empirically supported to test the relationships between selected 
demographic variables and the dimensions of entrepreneurial orientation under 
investigation in this study. This literature study contributed partially to the 
achievement of the fourth secondary objective. 
 
In Chapter 5, the research methodology that was used in the study was outlined 
and elaborated on. Given the nature of the problem statement and the research 
objectives of the study, a quantitative research approach was considered most 
appropriate option for the study and was implemented. A quantitative research 
approach is based on the measurement of amounts, and is expressed in terms of 
quantities. The main reason for using this research approach was to produce 
factual and reliable results to explain the phenomena.  
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A brief description of the population, sample and sampling method was then 
provided. In this study the non-probability sampling technique known as 
convenience sampling was used to select respondents. This method of sampling 
was used owing to the unavailability of a database of all small businesses in the 
Eastern Cape. A total of 350 questionnaires were distributed, and the survey 
resulted in 317 usable questionnaires. In Chapter 5 the development and 
administration of the measuring instrument were also described. The variables 
investigated in this study were operationalised using reliable and valid items 
sourced from previous empirical studies. The statistical techniques employed to 
analyse the data were also identified and described in Chapter 5.  
 
An exploratory factor analysis was performed to assess the construct validity of the 
measuring instrument. Principal component analysis and Varimax raw were 
specified as the extraction and rotation method. The percentage variance 
explained and the factor loadings were considered when assessing the validity of 
the measuring instrument. Factor loading of greater than 0.5 was considered 
significant. The reliability of the measuring instrument was confirmed by calculating 
Cronbach‟s alpha coefficients, and coefficients of less than 0.7 were considered 
unacceptable. Descriptive statistics were calculated to summarise the data, and 
Pearson‟s product moment correlations were used to assess the associations 
between the variables under investigation. In order to assess the relationships 
hypothesised in this study, the main inferential statistical method adopted was that 
of Structural Equation Modelling (SEM). Lastly, the relationships between selected 
demographic variables and the dimensions of entrepreneurial orientation were 
tested by means of an Analysis of Variance. 
 
In Chapter 6, the empirical findings were summarised and presented. Demographic 
data relating to the gender, age and race of the respondents, as well as data 
relating to the number of employees, the tenure of the business, and nature of 
industry in which the small businesses operate, were collected. The majority of the 
respondents were White males aged between 40 and 49 years. The respondents‟ 
small businesses operated predominantly in the service and wholesale/retail 
industries. The majority of the respondents indicated having between 1 and 10 
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employees working in their business, and most businesses had been in operation 
for six years or less.  
 
An exploratory factor analysis was performed to assess the construct validity of the 
scales measuring the various factors under investigation. The results of this 
analysis revealed that several items did not load as expected. The items 
measuring Innovativeness and Pro-activeness did not load as expected. Several 
items measuring these two factors loaded together onto one factor. which was 
named Proactive innovativeness. Other studies (Piirala 2012:91-92) have reported 
similar results where items measuring these two different constructs loaded 
together. Furthermore, some of the items for Business success and Risk-taking did 
not load as expected. One item measuring Risk-taking loaded onto Competitive 
aggressiveness. Items that did not load were eliminated. The remaining variables 
loaded as expected. Based on the results of the factor analysis, and where 
necessary, the operational definitions were rephrased. The original theoretical 
framework and hypotheses were revised because of the results of the exploratory 
factor analysis. In addition, the theoretical framework was revised to account for 
four independent variables, namely Proactive innovativeness, Risk-taking, 
Competitive aggressiveness and Autonomy, and one dependent variable, Business 
success. The revised conceptual framework and hypotheses were then subjected 
to further statistical analyses.  
 
Cronbach-alpha coefficients were calculated to assess the reliability of the 
measuring instrument. Coefficients of greater than 0.7 ( 2005:145) were returned 
for all variables. This suggests that the measuring scales used in this study were 
reliable.  
 
Descriptive statistics relating to the sample data were calculated, and summarised 
in Chapter 6. Descriptive statistics calculated included the mean, standard 
deviation and frequency distributions. From the descriptive statistics it was 
observed that the majority of the respondents agreed that their business had 
experienced growth in profits and turnover, was profitable and financially secure, 
and was achieving its planned growth rate. For the independent variables, the 
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reported mean values ranged from 3.035 to 4.118 with the highest mean value 
being reported for the variable of Proactive innovativeness and the lowest score 
reported for Risk-taking. 
 
Pearson‟s product moment correlations were used to assess the associations 
between the variables under investigation in this study. The independent variables 
Proactive innovativeness, Autonomy and Competitive aggressiveness were all 
significantly and positively correlated (moderate to weak associations) with the 
dependent variable Business success. No significant correlation was reported 
between Risk-taking and Business success. Furthermore, the independent 
variables were all positively and significantly correlated with each other. The 
highest correlation was observed between Proactive innovativeness and 
Competitive aggressiveness. 
 
SEM analysis was the major statistical technique used to assess the hypothesised 
relationships between the dimensions of entrepreneurial orientation investigated in 
this study and Business success. The SEM analysis produced a structural model 
with 5 parameters, 39 estimate variances and 6 covariances, as well as 38 point 
estimates. In order to identify the goodness-of-fit indices, the model was examined 
to determine whether the measurement and structural model indicated an 
acceptable approximation of the data. Although the model did not fit the data 
perfectly, based on the CMIN/DF and RMSEA fit indices it was described as having 
an acceptable or reasonable fit. The results of the CFA produced by the SEM 
analysis showed that the items loaded onto the various factors as expected, all 
reporting factor loadings of greater than 0.5. 
 
A summary of the significant relationships that were identified by the SEM analysis 
is presented in Figure 7.1. Significant (p<0.1) relationships were reported between 
all the dimensions of entrepreneurial orientation (independent variables) and 
Business success. Except for Risk-taking, the estimated parameters were all 
positive. The third secondary objective was thus achieved. 
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Figure 7.1 Summary of significant relationships 
 
(Source: Researcher‟s own construction) 
 
In order to investigate the influence of the various demographic variables on the 
dependent variables, an Analysis of Variance (ANOVA) was carried out. The 
influence of the Tenure of the small business and the Number of employees, as 
well as the Gender, Tertiary qualification, Age and Ethnicity of the small business 
owner, on the various dimensions of entrepreneurial orientation (dependent 
variables) was established, The fourth secondary objective was thus achieved. 
Proactive innovativeness was found to be higher in small businesses which had 
more than 40 employees than in small businesses where fewer than 10 people 
were employed. Autonomy was reported to be significantly higher in small 
businesses where the owner was in possession of a tertiary qualification. Risk-
taking was found to be higher in small businesses owned by people of colour than 
businesses owned by White respondents.  
 
The recommendations based on the findings of this study will be presented in the 
sections that follow. The last secondary objective is thus achieved. 
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7.3  DISCUSSION OF RESULTS, CONCLUSIONS AND 
RECOMMENDATIONS  
 
The primary objective of the study was to establish the level of entrepreneurial 
orientation of small businesses in the Eastern Cape, and to establish the influence 
of this orientation on business success. The results presented in Chapter 6 led to 
the achievement of this objective. Based on these findings several 
recommendations are put forward. 
 
7.3.1 LEVEL OF ENTREPRENEURIAL ORIENTATION 
 
The findings of this study show that less than half of the respondents participating 
in the study agreed that their businesses were Competitively aggressive in their 
actions. Given that Competitive aggressiveness was reported as the 
entrepreneurial dimension that reported the greatest positive influence on Business 
success, it is important the small businesses in the Eastern Cape implement 
strategies of this nature. Small businesses need to be more aggressive and 
competitive, more offensive in overcoming threats posed by competitors, and more 
ready to take initiative actions to which competitors respond; they need to strive 
more often for first-mover advantage, and to be bold when faced with potential 
opportunities.  
 
The findings of this study also showed that less than half of the respondents 
allowed their employees to work independently and without continual supervision, 
to make decisions, or to be flexible and creative in finding solutions. Given the 
positive influence that such strategies for promoting autonomy have on the 
success of the business, it is vital that small businesses implement them 
continuously.  
 
The findings of the study also showed that less than a quarter of the respondents 
indicated having a preference for and a willingness to commit to high-risk, high-
return projects, or encouraged risk-taking in their businesses. Given that the 
current study observed Risk-taking to have a negative influence on success, it is 
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better that small businesses do not encourage high risk-taking in their businesses. 
They should rather adopt a more cautious approach, with limited calculated risk-
taking being encouraged. 
 
The findings of the study also showed that the majority of the respondents agreed 
that their small businesses practised Proactive innovativeness. Given that the 
current study found Proactive innovativeness to have a positive influence on 
Business success, small businesses need to regularly search for and make 
changes; introduce new processes, products and services; encourage creativity 
and experimentation; and continuously search for and pursue new opportunities. 
 
In summary, when assessing the levels of entrepreneurial orientation of small 
businesses in the Eastern Cape, it can be concluded that levels for Competitive 
aggressiveness, Risk-taking and Autonomy are low, but higher for Proactive 
innovativeness. Although 63% of respondents agreed that their business had 
experienced growth in profits and turnover, were profitable and financially secure, 
and were achieving their planned growth rate, the findings suggest that if they were 
to increase their levels of Competitive aggressiveness and Autonomy, this 
percentage could be higher. 
 
7.3.2 THE INFLUENCE OF ENTREPRENEURIAL ORIENTATION ON 
BUSINESS SUCCESS 
 
In Chapter 6, the various dimensions of entrepreneurial orientation were reported 
as having a significant influence on the Business success of small businesses. 
These relationships were summarised in Figure 7.1. Except for Risk-taking, the 
estimated parameters were all reported as positive. In the sections to follow, the 
significant relationships identified will be interpreted, and recommendations will be 
made.  
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7.3.2.1 Proactive innovativeness 
 
Proactive innovativeness is reported to have a significant positive influence on 
Business success. This finding implies that the more a business emphasises 
innovation and continuous improvement; regularly searches for and makes 
changes; introduces new processes, products and services; encourages creativity 
and experimentation; and continuously searches for and pursues new 
opportunities, the more likely it is to be successful.  
 
The findings of this study concur with those of Wang (2008) and Casillas et al. 
(2010), who also reported significantly positive relationships between the 
dimensions innovativeness and proactiveness, and business performance. Morgan 
and Hughes (2006:636) also found innovativeness and proactiveness to have a 
significant influence on business performance. Similarly, Soininen et al. (2010:3-
20) concluded that the more innovative and proactive the business is, the more 
successful it will become. According to Gurbuz and Aykol (2009:321-336), pro-
activeness gives firms the ability to present new products and services to the 
market ahead of competitors, which also gives them a competitive advantage. 
Innovativeness and proactiveness have been argued to represent a defining 
aspect of firm entrepreneurial behaviour (Covin & Miles 1999). According to Li et 
al. (2006), proactiveness and innovativeness are particularly crucial for new small 
businesses to succeed, because they are at the start-up phase, the phase when 
firms are most limited by resources.  
 
In order to improve the level of Proactive innovativeness, small businesses need to 
identify and understand how they can be more innovative and proactive in their 
particular business environment. This will require small businesses to continuously 
scan their business environment to identify changes and opportunities, and to take 
calculated risks to gain advantage of these changes and opportunities, as well as 
auditing themselves to identify their strengths and weaknesses. 
 
Therefore, small businesses need to formulate innovative ways to use those 
scarce resources, and proactively seek opportunities to gain a foothold in the 
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market. Small businesses who implement Proactive innovativeness are 
opportunity-seeking and forward-looking, and tend to introduce new products and 
services ahead of the competitors, acting in anticipation of future demand. 
 
Significant correlations between Proactive innovativeness and the other 
dimensions of entrepreneurial orientation were also observed. These correlations 
suggest that Proactive innovativeness could be used to „‟synergise‟ the 
Competitive aggressive actions, Risk-taking activities and Autonomy within a small 
business (Chye 2012:167). Therefore, increasing the levels of Proactive 
innovativeness could have a positive knock-on-effect on the overall entrepreneurial 
orientation of the small business and on the level of success. 
 
7.3.2.2 Competitive aggressiveness 
 
Of the four dimensions of entrepreneurial orientation investigated in this study, 
Competitive aggressiveness reported the greatest significant positive influence on 
Business success. In other words, the more a small business acts aggressively 
and intensely competitively, is offensive in overcoming threats posed by 
competitors and initiates actions to which competitors respond, strives for first-
mover advantage and is bold when facing potential opportunities, the more likely it 
is to be successful. 
 
This finding agrees with Lim (2009:3925-3926) who also found Competitive 
aggressiveness to be the most significant dimension positively influencing business 
success. Dess and Lumpkin (2005:152) also observed Competitive 
aggressiveness to have a significant positive influence on business success, which 
led the authors to conclude that businesses that aggressively establish their 
competitive position and vigorously exploit opportunities are better able to sustain 
their competitive advantages. 
 
The results obtained for Competitive aggressiveness are also supported in the 
literature (Lotz & Van der Merwe 2010; Short et al. 2009; Gurbuz & Aykol 2009) 
discussed in Chapters 3 and 4. In particular, these authors emphasise that the 
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positive influence of Competitive aggressiveness on business performance is 
related to the first-mover advantage, the tendency to take advantage of emerging 
opportunities, and to actively responding to actions from competitors. According to 
Lumpkin and Dess (1996:148), Competitive aggressiveness contributes to both the 
survival and success of businesses, especially if the businesses are new entrants 
in the industry.  
 
Therefore, it is recommended that small businesses do not avoid competitive 
encounters with other businesses, but rather actively assume competitive stances 
through aggressive advertising and low cost leadership, so as to outperform those 
businesses with a low level of competitive aggressiveness (Lim 2009:3926). By 
adopting this approach, small businesses will be able to take advantage of 
emerging opportunities and to actively respond to the actions of competitors.  
 
Small businesses need to adopt an aggressive mind-set to gain a competitive 
advantage over their competitors. This could be achieved by implementing 
strategies that promote Competitive aggressiveness, such as keeping prices as 
low as possible and sacrificing profitability to gain an increased market share. 
Enterprises could also spend aggressively to obtain manufacturing capacity, so as 
to be able to fully take advantage of any opportunities that may arise from serving 
new market needs. 
 
7.3.2.3 Risk-taking 
 
In this study the relationship observed between Risk-taking and Business success 
was found to be significant but negative. This finding implies that the less small 
businesses have a preference for and a willingness to commit to high-risk, high-
return projects, and the less encouraging of risk-taking they are when it comes to 
new ideas, the more likely the business is to be successful.  
 
The findings of this study concur with those of Simmons (2010) who found risk-
taking to be the most significant entrepreneurial orientation dimension influencing 
business success, and also reported this relationship to be negative. Soininen et 
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al. (2010:3-20) concluded that the more risk-taking activities a business adopts, the 
lower the profitability of the business will be, except in a time of recession. The 
finding also partly agrees with that of Lumpkin et al. (2006), who argue that 
pursuing “continuously high levels of risk-taking beyond the venture‟s early youth 
will become detrimental to the venture‟s performance.”  
 
This finding contradicts the literature (Lotz & Van der Merwe 2010; Short et al. 
2009; Gurbuz & Aykol 2009) discussed in Chapters 3 and 4. In the literature, it was 
found that entrepreneurially orientated businesses tend to take more calculated 
risks than those firms which are not, and therefore have a higher chance of 
success. This contradicts the negative relationship between Risk-taking and 
Business success that was observed in the present study.  
 
According to Lumpkin and Dess (1996), in order for a small business to be 
competitively aggressive and proactively innovative, it must exhibit some risk-
taking behaviour. Businesses that are bold and aggressive in pursuing 
opportunities and that make large resource commitments to risky projects to obtain 
high returns, are said to exhibit Risk-taking. Therefore, it is recommended that 
„calculated risks‟ be taken, rather than excessive risk-taking. By taking calculated 
risks, opportunities in the business environment can be exploited, even when the 
outcomes thereof are uncertain. 
 
7.3.2.4 Autonomy 
 
Of the four dimensions of entrepreneurial orientation investigated in this study, 
Autonomy reported the lowest influence on Business success. Despite this low 
influence on success, the finding is still significant, and implies that the more the 
business allows employees to work independently and without continual 
supervision, to make decisions, and to be flexible and creative in finding solutions, 
the more likely the business is to be successful. 
 
This finding corresponds with the literature (Raunch et al. 2009; Lumpkin & Dess 
2005:150)  discussed in Chapters 3 and 4, where it was reported that Autonomy is 
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key to allowing the other dimensions of entrepreneurial orientation to have an 
impact on the success of the business. According to Lumpkin and Dess 
(1996:140), Autonomy encourages creativity in the business, which in the long run 
leads to Business success. Autonomy also reflects the strong desire of a person in 
a small business to have freedom in the development of an idea and in its 
implementation (Lumpkin & Dess 2005:151). Voss et al. (2005:1137) also state 
that Autonomy motivates employees to perform at their best, which results in 
productivity and profitability. The findings did, however, contradict Morgan and 
Hughes (2006:636) as well as Soininen et al. (2010), who did not find Autonomy to 
have a significant influence on Business success. 
 
It is argued that businesses cannot function entrepreneurially without facilitating 
Autonomy in their structures (Coulthard 2007). Therefore it is recommended that 
small businesses promote and encourage independent thought and allow their 
employees to make decisions, and proceed with actions independently, without 
any restrictions. 
 
7.3.3 DEMOGRAPHIC VARIABLES 
 
While the primary objectives of this study were to establish the level of 
entrepreneurial orientation of small businesses in the Eastern Cape, and to 
establish the influence of this orientation on business success, attention was also 
given to the investigating the influence of selected demographic variables on the 
entrepreneurial orientation of small businesses, the aim being to establish whether 
small businesses and small business owners with certain demographic 
characteristics displayed more or less entrepreneurial orientation in terms of the 
dimensions investigated. The Tenure of the small business and the Number of 
employees, as well as the Gender, Tertiary qualification, Age and Ethnicity of the 
small business owner were considered. 
 
The results of this study showed that small businesses with more than 40 
employees reported higher levels of the entrepreneurial orientation dimension 
Proactive innovativeness than small businesses with fewer than 10 employees. 
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This finding contradicts what was observed by Stam and Elfering (2008), who 
noted that smallness fosters innovation, and that smaller firms are able to be more 
proactive than larger firms. The findings of this study agree with Simmons 
(2010:48), who suggests that the resource constraints facing smaller businesses 
lead to them having the intention to be innovative without the means to follow 
through, while larger firms are actually the ones with more resources to bring their 
intentions to a tangible result. This suggests that larger businesses have more 
access to the resources necessary to implement proactive and innovative 
strategies.  
 
The results of the ANOVA show that small business owners with a tertiary 
qualification are more likely to allow Autonomy within their businesses than owners 
who do not possess such a qualification. This finding supports the contention of 
Charne et al. (2000:5) that individuals in possession of a tertiary qualification 
should be better equipped to act entrepreneurially than individuals who do not have 
such a qualification. As a result of their learnt insights, small business owners with 
a qualification are also more likely to understand the value and benefit of allowing 
employees to work independently and without continual supervision, to make 
decisions, and to be flexible and creative in finding solutions, and thus more likely 
to adopt these strategies. 
 
The results also show that the small business owners of colour are more likely to 
undertake Risk-taking activities than White small business owners. This finding 
supports the findings of Fairlie and Robb (2008) who found White small business 
owners to be more risk-averse than non-white business owners. A possible reason 
given for this observation was cultural differences, where W hite respondents were 
considered to be more conservative and cautious than non-white respondents 
(Fairlie & Robb 2008:12).  
 
The findings of the present study show that Gender and Age have no influence on 
the entrepreneurial orientation dimensions investigated. This finding contradicts the 
findings of several authors (Rogoff 2008; Lumpkin et al. 2006; O‟Shea, Allen, 
Chevalier & Roche 2005), all of whom found that as business owners age, their 
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willingness to adopt risk-taking projects and to act innovatively diminished 
significantly. The findings also contradict Runyan et al. (2006:455-477), who 
observed significant differences between males and females in their reported 
levels of entrepreneurial orientation. In particular, they observed that the female 
business owners in their study tended to be more innovative and open to risk-
taking than their male counterparts. A possible reason for the findings of the 
current study could be the demographic profile of the respondents, with the 
majority (76%) being males. 
 
Given these findings, it is suggested that small businesses, regardless of the 
demographic characteristics, should try and ensure that they allocate sufficient 
resources to allow proactive innovative strategies to be implemented in their 
business. Small business owners should also be encouraged to pursue their 
education at a tertiary level, as this will increase their knowledge levels and make 
them more able to implement entrepreneurial strategies in their businesses. In 
particular, it will enable them to better facilitate and possibly be more open to 
Autonomy in their businesses. 
 
7.4  CONTRIBUTIONS OF THE STUDY 
 
This study has added to the theoretical and empirical body of entrepreneurship and 
entrepreneurial orientation literature by investigating the relationships between the 
dimensions of entrepreneurial orientation and performance in the context of the 
South African small business sector. The study has therefore broadened our 
knowledge of entrepreneurial orientation as well as the relationship between 
entrepreneurial orientation and performance in the small business context. 
Furthermore, it has added to addressing the gaps in the current literature relating 
to the impact of entrepreneurial orientation on firm performance in developing 
countries, particularly in South Africa.  
 
By proposing a theoretical framework and developing a measuring instrument 
suitable for measuring the individual dimensions of entrepreneurial orientation in 
the South African context, this study has added to the discussion and research on 
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suitable scales to measure the various dimensions of entrepreneurial orientation. 
Different studies have made use of different scales, resulting in different results. 
This study has shown that the scales and the interpretation thereof may be 
influenced by the context in which they are administered. 
 
Most studies on the relationship between entrepreneurial orientation and 
performance have investigated entrepreneurial orientation as a one-dimensional 
construct. This study has investigated the influence of each dimension of 
entrepreneurial orientation individually, on the success of a small business. This 
study has thus added to the body of knowledge of entrepreneurial orientation as a 
multi-dimensional concept. Furthermore, most studies focus on Miller‟s (1983) 
three dimensions of innovativeness, pro-activeness and risk-taking, whereas this 
study has focused on Lumpkin and Dress‟s (1996) five dimensions. By focusing on 
the five dimensions, this study has added to the research on entrepreneurial 
orientation as consisting of more than three dimensions. 
 
In this study, the items used to measure variables Pro-activeness and 
Innovativeness were perceived by respondents as measuring the same thing.  As 
such, these dimensions of entrepreneurial orientation could not be subjected to 
further testing separately, and a new variable (Proactive innovativeness) was 
formulated. This could imply that small businesses are unable to differentiate 
between being innovative and being proactive, and consider the separate 
constructs to mean the same thing. This finding contributes to the debate on 
whether Pro-activeness and Innovativeness are in essence separate constructs or 
not. 
 
As far as can be established, no other studies have made use of SEM to 
investigate the relationships between the individual dimensions of entrepreneurial 
orientation and performance. This study has made a contribution in that a more 
sophisticated multivariate statistical technique has been adopted than has been 
used to date. 
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This study has investigated the influence of selected demographic variables on the 
various dimensions of entrepreneurial orientation. As far as can be established, 
only a few studies (Chye 2012; Simmons 2010) have made reference to the 
influence of business owners‟ characteristics on the dimensions of entrepreneurial 
orientation, but none have empirically tested this influence, as has been the case in 
this study. 
 
Establishing which dimensions of entrepreneurial orientation influence the success 
of small businesses has provided small business owners, policy-makers and 
researchers with greater insights into the role of entrepreneurial behaviour in small 
business success. From these insights, steps and measures can be taken by small 
business owners to adapt and improve their processes, practices and decision-
making styles so as to improve their chances of success and long-term survival.   
 
7.5  LIMITATIONS OF THE STUDY AND RECOMMENDATIONS FOR 
FUTURE RESEARCH 
 
Despite the contributions of this study, several limitations should be noted. Firstly, 
the use of convenience sampling introduced a source of potential bias into the 
study. The findings can thus not be generalised to the entire small business 
population. Furthermore, this study is limited to small businesses in the Eastern 
Cape, and generalising the results to all South African small business may not be 
appropriate. Future studies should attempt to identify a database from which 
probability samples can be drawn, and include small businesses throughout South 
Africa. 
 
Structural equation modelling is a technique that requires an appropriate-sized 
sample.  Making use of a large enough sample size is very important in ensuring 
the accuracy of the results. It is recommended that in future studies, researchers 
determine the sample size based on the number of factors under investigation 
(Hair 2010; Schumack & Lomax 2010). 
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The demographic profile of the respondents was also a factor to consider in this 
study. The majority of the respondents were from a single ethnic group, and thus 
not representative of all ethnic groups in the country. Future studies investigating 
the influence of entrepreneurial orientation should attempt to obtain a more 
balanced representation of the different ethnic groups. Possibly a comparison 
could be done to observe the differences in the levels of entrepreneurial orientation 
among small business owners from different ethnic groups. 
 
The responses in this study were based on the individual responses of the small 
business owners, and were thus based on personal perceptions and on one-time 
self-report measures. Self-reporting does not necessarily lead to the problem of 
common method bias, and in many cases the bias may be so small that it does not 
jeopardise the validity of the results (Meade, Watson & Kroustalis 2007). Common 
method bias could, however, be a factor that has influenced the results of this 
study. 
 
This study investigated the entrepreneurial orientation of small businesses by 
applying the model of Lumpkin and Dess (1996). The level of innovativeness, pro-
activeness, risk-taking, competitive aggressiveness and autonomy exhibited by 
small businesses was investigated. Existing items found valid and reliable in 
previous studies, were used for this purpose.  However, the items used to measure 
the variables Pro-activeness and Innovativeness were perceived by respondents 
as measuring the same construct. As such, these dimensions of entrepreneurial 
orientation could not be subjected to further testing separately, and a new variable 
(Proactive innovativeness) was formulated. In future studies, researchers should 
develop scales that more accurately measure Pro-activeness and Innovativeness 
as individual constructs, so that these two constructs are clearly distinguishable 
from each other. 
 
Several internal and external factors (moderating and mediating variables) have 
been shown to influence the relationship between entrepreneurial orientation and 
performance (Casillas 2010:29). These moderating and mediating variables have 
not been considered in this study. The differences in entrepreneurial orientation 
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dimensions reported could be explained by other aspects such as firm size and 
industry, and even environmental characteristics (Short et al. 2009:18). These 
characteristics have also not been accounted for in this study. Future studies 
should include a wider range of business types and sizes. 
 
Despite several limitations, this study has provided insights into the entrepreneurial 
orientation of small businesses in the Eastern Cape, as well as the influence of 
implementing entrepreneurially orientated strategies on business success. This 
study adds to the body of entrepreneurship knowledge, and specifically to the 
information about entrepreneurial orientation. 
 
7.6  CONCLUDING REMARKS 
 
In a business environment where change is constant, small business owners need 
to be able to adapt their operations and strategies to these changes and the 
consumer demands these changes may bring. Small business owners need to be 
able to strategically reinvent their businesses if they are to survive over the long 
term.  The level of entrepreneurial orientation has been identified as having a 
positive influence on business success. The more small businesses implement 
Proactive innovativeness, Competitive aggressiveness, calculated and cautions 
Risk-taking and Autonomy, the better the chances are that they will be successful. 
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                                                                                    Unit for Applied Business Management 
                     Summerstrand South Campus 
DEPARTMENT OF BUSINESS MANAGEMENT 
Tel:. +27 (0)41 504 2875    
Fax. +27 (0)41 5832644 
 
February - April 2011 
 
 
Dear Respondent, 
The first-year Business Management students at the Nelson Mandela Metropolitan University (NMMU) have 
been instructed to complete the following assignment: 
Topic:   Entrepreneurial orientation of small businesses in the Eastern Cape. 
 
Objective: To measure the entrepreneurial orientation and success of small businesses in the Eastern Cape. 
 
Students are required to gather the necessary information from the owner of a small business enterprise. The 
business should have been in operation for at least one year and the owner must be actively involved in the 
business.  For the purpose of this assignment a small business is one that does not employ more than 50 full-time 
employees. 
 
It would be greatly appreciated if you could respond to the following questions so as to assist the students in the 
completion of this assignment. The questionnaire should take about 15 minutes to complete.  All information will be 
treated in the strictest confidence. Please note that the information obtained will be used for research and 
publication purposes only. The final report will not include any identifying information. Feel free to contact myself or 
the institution with regards to any queries you might have. Your participation in the study will be most appreciated. 
 
 
Yours faithfully, 
 
 
 
 
 
 
Mr. Tony Matchaba-Hove 
Department of Business Management 
ANNEXURE A  
• PO Box 77000 •  Nelson Mandela Metropolitan University 
• Port Elizabeth • 6031 •  South Africa 
• http://www.nmmu.ac.za/busman 
 154 
 
Nelson Mandela Metropolitan University 
Email: Tony.Matchaba-Hove@nmmu.ac.za 
Tel: 041- 504 4064 
A GENERAL INFORMATION 
 
   The following details are required for verification purposes only. 
 
  
 Name of the business:  ______________________________________________ 
  
  Address of the business:  _______________________________________________ 
 
     _______________________________________________ 
         
     ________________________________________________ 
 
     _________________________________________________ 
 
 Name of the owner/s:  __________________________________________________ 
 
     __________________________________________________ 
  
 Telephone number:  ___________________________________________________ 
 
 Email address:   ____________________________________________________ 
 
 
 Nature of business operations: _____________________________________________________ 
 
  
 Do you wish to receive feedback on the findings from the study?  
 
 
No Yes 
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B GENERAL INFORMATION 
 
Please mark your selection to the following questions with an (X). 
 
 
1.1        Do you meet the requirements for participating in this research, namely (1) your business has been in 
             operation for at least  one year, (2) your business does not employ more than 50 full-time employees, 
             (3) you are the current owner of the business and (4) you are actively involved in the business? 
 
Yes  1 
No  2 
 
 
1.2        A family business is a business where at least two family members work in the business and the family 
owns more than a 50% share in the business. 
 
Is your business a family business? 
 
 
 
1.3        If your answer is yes to question 1.2, please indicate which generation started the family business 
 
First generation I started the business 1 
Second generation My father/mother started the business 2 
Third generation My grandfather/grandmother started the business 3 
Fourth generation My great-grandfather/grandmother started the business 4 
Other  5 
 
 
 
 
 
2           Please indicate your gender 
 Male  1 
 Female  2 
 
 
 
 
No 
1 
2 
Yes 
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3           Please indicate to which age category you belong (for statistical purposes only) 
 < 20  1 
 20 – 29  2 
 30 – 39  3 
 40 – 49  4 
 50 – 59  5 
 60 +  6 
 
 
 
4       Please indicate to which population group you belong (for statistical purposes only) 
 Asian  1 
 Black  2 
 Coloured  3 
 White  4 
 Not willing to say   5 
 
 
 
5            Do you have a tertiary (post-matric) qualification?  
 Yes  1 
 No  2 
 
 
 
6            How long have you had your own business?                                       _____________________ years 
 
 
 
7            How many employees are employed in your business?                         ________________ employees 
 
 
8            Identify the nature of the industry in which your business operates.  You may tick more than one answer.  
 Retailer and/or Wholesaler  1 
 Manufacturer  2 
 Service industry  3 
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 Other  4 
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C ENTREPRENEURIAL ORIENTATION AND BUSINESS SUCCESS  
 
Below are a number of statements that relate to the entrepreneurial orientation of your small business as well as its 
success. The columns are graded from 1 to 5. The number 1 denotes strong disagreement with a statement, and at 
the other end of the scale, 5 denotes strong agreement with the statement.  For example, do you agree that your 
business regularly introduces new services/products?  Please indicate the extent to which you agree or disagree 
with each statement by placing a cross (X) in the appropriate column. 
 Statements relating to your business’s entrepreneurial 
orientation and level of success. 
 
S
trongly 
disagree 
D
isagree 
a little 
N
eutral 
A
gree a 
little 
S
trongly 
agree 
1 
In general, my small business favours a strong emphasis on 
research and development, technological leadership and 
innovativeness. 
1 2 3 4 5 
2 
My small business typically initiates actions which competitors 
respond to. 
1 2 3 4 5 
3 
Employees in my small business are allowed to make decisions 
without going through elaborate justification and approval 
procedures. 
1 2 3 4 5 
4 
Over the past few years, changes in my small business’s 
processes, services and product lines have been quite dramatic. 
1 2 3 4 5 
5 My small business is profitable. 1 2 3 4 5 
6 
Employees in my small business have autonomy 
(independence) in doing their job. 
1 2 3 4 5 
7 
The term “risk-taker” is considered a positive attribute for 
employees in my small business. 
1 2 3 4 5 
8 
My small business has experienced growth in profits in the past 
three years. 
1 2 3 4 5 
9 
In dealing with competitors, my small business typically adopts a 
very competitive “outdo-the-competitor” approach. 
1 2 3 4 5 
10 
My small business has increased the number of 
services/products offered during the past two years. 
1 2 3 4 5 
11 My small business is achieving its planned growth rate. 1 2 3 4 5 
12 
Employees in my small business do their job without continual 
supervision. 
1 2 3 4 5 
13 
My small business places a strong emphasis on new and 
innovative products/services/processes. 
1 2 3 4 5 
14 
Employees in my small business seldom have to follow the 
same work methods or steps while performing their day-to-day 
tasks. 
1 2 3 4 5 
15 
The rate of innovation in my small business compared with the 
firm’s direct competitors is good. 
1 2 3 4 5 
16 My business is continually pursuing new opportunities. 1 2 3 4 5 
17 
Employees in my small business often independently bring an 
opportunity from the idea stage to completion.  
1 2 3 4 5 
18 
Undertaking acts that are bold and wide-ranging are necessary 
to achieve the objectives of my small business. 
1 2 3 4 5 
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 Statements relating to your business’s entrepreneurial 
orientation and level of success. 
 
S
trongly 
disagree 
D
isagree a little 
N
eutral 
A
gree a little 
S
trongly agree 
19 My small business can be regarded as successful. 1 2 3 4 5 
20 
My small business continuously seeks out new 
products/services/processes. 
1 2 3 4 5 
21 
My small business places a strong emphasis on continuous 
improvement in products/service delivery/processes. 
1 2 3 4 5 
22 My small business strives to obtain the “first-mover” advantage. 1 2 3 4 5 
23 
Employees in my small business are allowed to be creative and try 
different methods to complete their job. 
1 2 3 4 5 
24 
When not sure about a decision, my small business usually takes a 
very confident position to make the best use of any possible 
opportunity.  
1 2 3 4 5 
25 
In the past few years, my small business has introduced many new 
lines of products and/or services. 
1 2 3 4 5 
26 My small business is aggressive and intensely competitive. 1 2 3 4 5 
27 My small business is financially secure. 1 2 3 4 5 
28 
When confronted with uncertain decisions, my small business 
typically adopts a bold posture in order to maximise the probability 
of exploiting opportunities. 
1 2 3 4 5 
29 
Employees in my small business have enough flexibility to resolve 
problems. 
1 2 3 4 5 
30 
My small business has experienced growth in turnover in the past 
three years. 
1 2 3 4 5 
31 
My small business devises strategies aimed at defending its market 
position. 
1 2 3 4 5 
32 
My small business effectively assumes an aggressive posture to 
combat industry trends that may threaten its survival or competitive 
position. 
1 2 3 4 5 
33 
Employees in my small business are encouraged to manage their 
own work. 
1 2 3 4 5 
34 
My small business regularly introduces new services, products or 
processes. 
1 2 3 4 5 
35 
In general, my small business favours a strong emphasis on 
research and development, technological leadership and 
innovativeness. 
1 2 3 4 5 
36 
My small business is willing to commit a relatively large portion of 
assets to pursue a high-risk high-return project. 
1 2 3 4 5 
37 
In the past few years, changes in my small business’s products or 
service lines have been quite dramatic. 
1 2 3 4 5 
38 
My small business has a strong preference for high-risk projects 
(with chances of very high return). 
1 2 3 4 5 
39 
My small business is very often the first among competitors to 
introduce new products/services, administrative techniques and/or 
operating technologies when dealing with customers. 
1 2 3 4 5 
40 
My small business assumes an offensive combative posture to 
overcome threats posed by competitors. 
1 2 3 4 5 
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THANK YOU VERY MUCH FOR YOUR PARTICIPATION 
 
 
 
 Statements relating to your business’s entrepreneurial 
orientation and level of success. 
 
S
trongly disagree  
D
isagree a little 
N
eutral  
A
gree a little 
S
trongly agree 
41 
Employees in my small business have the ability to work 
independently when acting on an opportunity. 
1 2 3 4 5 
42 
My small business is achieving the financial goals that have been 
set for it. 
1 2 3 4 5 
43 
Employees in my small business are often encouraged to take 
calculated risks concerning new ideas. 
1 2 3 4 5 
44 
My small business has experienced growth in employee numbers in 
the past three years. 
1 2 3 4 5 
45 
Experimentation and creativity to continuously come up with new 
products and/or processes is encouraged in my small business 
1 2 3 4 5 
46 
My small business continuously monitors market trends and 
identifies future needs of customers.  
1 2 3 4 5 
